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preme Court rules against 
dit unions 5 to 4. 


HR. 1151 by 411 to 8. 


April 2 Senate Banking Committee holds hearing 
on credit unions faeld 0 of membership. 


_ April 30 Senate Banking Committee passes 
JAR, 1151 by 16 to 2. 


July 28 U.S. Senate passes JR. 1151 by 92 to 6. 


August 4 House of Sere sentatives sends H.R. 1151 
to the White Jlouse for signature. 


August > President Clinton signs, H.R. 1151 into law. 


Financial Highlights 1998 


g fee revenue $ 50.6 million 
1.6 million 
52.2 million 


109.3 million 


100.6 million 


Expenses transferred to Share Insurance Fund 50.3 million 
Operating Fund expenses 50.3 million 
Net income 2.0 million 
Operating Fund balance 8.1 million 


National Credit Union Share Insurance Fund 


Total revenue $ 220.0 million 
Operating expenses 51.1 million 
Insurance loss expense 0.0 million 
Net income 168.9 million 
Reserve for losses 78.6 million 
Fund balance 3.8 billion 
/ Equity ratio (fund balance as percentage of insured deposits) 1.30 percent 


Co ttral Liquidity Facility 


Net income $ 39.4 million 
Dividends paid 39.4 million 
Total assets 805.6 million 
Retained earnings 11.5 million 
Capital stock 768.3 million 


Federally insured Credit Unions 


Number of credit unions 
Total assets 

Total insured shares 
Total loans 

Capital to assets 

Share growth 

Ratio of loans to shares 
Delinquency ratio 


Net income (before reserve transfers) 


10,995 


$ 388.7 billion 


321.5 billion 
245.7 billion 
11.5 percent 
16.7 percent 
72.3 percent 

0.9 percent 


0.9 percent 
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The National Credit Union Adminis- 
tration is an independent federal agency that 
supervises and insures fec ral credit unions 
and insures many state-chartered credit 
unions. It is entirely funded by credit unions 


and receives NO fax dollers 


This 1998 NCUA Annual Report is 
NCUA 5 official report to the President and 
Congress of the United States. This report in- 
cludes the financial statements of the NCUA 
Operating Fund, the National Credit Union 
Share Insurance Find, and the Central Li- 


quidity Facility 


National Credit Union Administration 
1775 Duke Street 
Alexandria, VA 22314-3428 


703-518-6300 
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NCUA Mission Statement 


The NCUA’s mission ts to: 

¢ monitor and promote safe and sound credit unions; 

¢ responsibly administer the Share Insurance Fund; and 

° encourage service to the American consumers, 
particularly people of modest means; while providing 


a flexible regulatory environment and carefully 


managing the agency’s resources. 
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Board Statements 


1998, A Pivotal Year for Credit Unions 


Puturegenerations will look back on 1998 as a pivotal year for 
the @fedit umfi®n industry. Ata grassroots level, credit unions went to 
the United/Sfates Congress to detend the purpose and principles of 
their movement and to the American public to raise awareness ot their 
special niigsion. At the same time, credit union service to members and 
the soundness of the National Credit Union Share Insurance Fund 
never faltered. 

In November 1998, the National Credit Union Share Insurance 
Fund returned its fourth consecutive and largest dividend to credit 
unions—totaling $118 million. After the dividend, the Fund ended the 
year with a 1.3 percent equity ratio. Eighteen credit unions failed in 
1998, resulting in $3.6 million being charged to reserves. 

Assets at federally insured credit unions grew 10.7 percent, to 
$388.7 billion. Total loans grew 5.8 percent to $245.7 billion. The 10,995 
federally insured credit unions re, orted savings growth of 10.7 percent 
to $339.9 billion. 

Meanwhile, the Credit Union Membership Access Act codified the 
credit union philosophy of “people helping people” by enabling credit 
unions to reach out and serve diverse groups and neighborhoods, 
many too small or inexperienced to organize their own not-for-profit 
financial cooperative. 

While the legislation was put in place, NCUA continued its com- 
mitment to help credit unions serve the underserved in a safe and 
sound financial environment. The “Empowerment 2000” workshops 
— two-days of free training for small credit unions—-were so popular 
with participants that the demand for additional education was swift 
and overwhelming. 

Meeting in St. Louis, Phoenix and Miami, “Empowerment 2000” 
gave small credit union directors and managers a rare opportunity to 
meet and compare notes and experiences with others from similar- 
sized credit unions around the country. 

NCUA’s six economic development specialists (EDS), one per re- 


gion, were essential to “Empowerment 2000” dialogue just as they are 


Norman £. D Amours 


Cheirman 


vital to the success of the small 
credit union programs. Despite 
their number and limited re- 
sources, the EDS team does an 
outstanding job of assisting the 
needs of credit unions with assets 
of $5 million and under. 

Year 2000 computer issues 
are also a major priority for the 
agency as the century date 
change approaches. NCUA’s 
Y2K initiatives during 1998 in- 
cluded conferences, vendor re- 
views, and close on-site and off- 
site supervision of individual 
credit unions and the entire in- 
dustry. 

1998 was an historic year 
The new Credit Union Membership 
Access Act will ensure that credit 
unions continue to prosper into 
the next century and beyond, re- 
maining viable, thriving institu- 
tions that contribute to help 
people help themseives. 
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Board Statements 


Cvoperation and Member Service 
Distinguish Credit Unions 
Congressional passage of H.R. 1151 by an 


overwhelming bipartisan majority heralded a major 


Victory for credit union members across America 


Watching the credit union community work to- 
gether to accomplish this legislative endeavor show- 


cased the most distinguishing characteristic of the 


credit union movement: COOPERATION satety and soundness examina- 
Credit unions took on a battle of necessity tions and contingency and liquid- 
with respect to H.R. 1151. The way to win not only ity planning, the credit union sys- 
the battle, but the war, is to keep the focus on mem- tem should be well equipped to 
ber service. As we enter the next century, credit address any millennium bugs 
unions have an ongoing obligation to assess their that may hatch after the stroke of 
members’ :eeds and position their financial institu- midnight on December 31, 1999 
tions to meet those needs With the cooperative spirit 
The NCUA is committed to increasing access as a guiding light, credit unions 
to credit unions for underserved individuals and all will endeavor to overcome con- 
other eligible consumers by facilitating the forma stant lega! challenges to field of 
tion of new credit unions and the expa.sion of exist- membership issues. The light at 
ing credit unions. Finding ways to expand member the end of the tunnel will be fi- 
service and increase members within their fields of nancial success achieved with 
membership, particularly to underserved areas, re- sound fiscal management and in- 
mains a significant challenge for credit unions as we novative member service. Credit 
turn the century marker unions can expect an Agency fo- 
As we approach the new century, the vast ma- cused on returning to the annual 
jority of credit unions appear well positioned to ad- examination cycle by the Year 
dress Year 2000 issues. Investments in technology 2000 with an eye toward contin- 
made to meet Y2K challenges wiil give credit unions ued safety and soundness 
new opportunities to serve their members weil into throughout the system 


the next millennium. The Agency will continue to 
devote tremendous resources addressing Year 2000 


issues within the credit union system Through 
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Board Statements 


Reflections on ‘98 With an Eye on the Millennium 


To say that 1998 was an eventful year for 
NCUA and this nation’s over 11,000 credit unions 
would indeed be an understatement. Headlines 
were dominated by such events as the Supreme 
Court deeision ii the AT&T Family FCU case, the 
overwhelming passage of HR 1151 and its signing 
into law by the President. While the attention of 
millions of credit union members was centered on 
these major events, their credit unions continued to 
perform well and reflect impressive industry-wide 
strength and stability 

Once again, tederally insured credit unions 
reported growth in assets, shares, capita!, and loans 
The Share Insurance Fund continued to perform ex- 
tremely well and for the fourth consecutive year re- 
turned a dividend to credit unions, this year total- 
ing $118 nillion. These are positive indicators of a 
strong and viable credit union industry, as well as 
an endorsement of NCUA’s ongoing and diligent 
efforts to maintain a regulatory environment that 
emphasizes safety and soundness 

With the passage of HR 1151, NCUA moved 
quickly to implement its provisions into regulation. 
A new field of membership manual was issued that 
tracks the legislation and enables credit unions to 
serve millions of their existing members while add- 
ing new members within a framework of safety and 
soundness. Other significant reguiatory proposals 
resulting from HR 115i were issued dealing with 


member business lending, accounting and auditing 


standards, and a request for advance comments on 
‘prompt corrective action” proposals 

Significant progress regarding Year 2000 com- 
pliance issues was made in 1998. With the next mil- 
lennium only months away, this issue continues to 
demand increased emphasis and resources from 
NCUA and the credit union industry. Our nation’s 
credit unions are well on the way to full compliance 
and will be ready to provide uninterrupted service 
to their members at the beginning of the year 2000. 

Our goal at NCLA is to provide a regulatory 
environment that promotes safe, sound and viable 
credit unions. All signs indicate that we are accom- 
plishing that goal quite successfully. However, in 
our changing world we cannot afford to be compla- 
cent; therefore, NCUA wil! continue its efforts 
throughout 1999 toward both innovation and stabil- 
ity for the agency, the credit unions we oversee, and 
the millions of Americans who benefit from credit 


union service everyday. 
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Administration 


Operating Overview from the Executive Director 


Dufing 1998, NCU A’s Office of the Executive 
Director focused primarily on four objectives: 
® Stabilizing NCUA’s examiner recruitment and re- 
tention; 
¢_dricreasing the agency’s emphasis on providing 
additional assistance to small credit unions; 
¢ Improving customer service; and 
¢ Focusing agency systems and processes to meet 


the demands of HR 1151 and Year 2000. 


Stabilizing Examiner Recruitment and Retention 
NCUA’s hiring authority was restored by the 
Office of Personnel Management (OPM) August 1, 
1998—less than a year after it was suspended. 
NCUA worked closely with OPM’s Employment 
Services to correct erroneous practices and imple- 
ment processes to prevent future problems. To help 
build and retain a qualified staff, the agency 
adopted an active recruitment effort and the NCUA 
Board raised salaries and approved a signing bonus 


for new examiner hires. 


Providing Additional Assistance to Small Credit 


Unions 


During 1998, NCUA held several local work- 
shops to provide knowledge and information to as- 
sist small credit unions enhance service to the 
underserved. The response from these conferences 
was overwhelming and more are scheduled for 


1999. 
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NCUA’s Community De- 
velopment Revolving Loan Pro- 
gram continues to provide below- 
market loans and offer technical 
assistance grants to qualifying 
low-income credit unions. Con- 
gress added $2 million to the pro- 
gram in 1998 — $4 million has 
been added to the program in the 


last three years. 


Improving Customer Service 


In support of Vice President 
Al Gore’s initiative to provide 
America with a more responsive 
government, the agency kicked 
off NCUA’s Conversations with 
America \ast fall. This program 
posts on our web site and in the 
NCUA newsletter upcoming op- 
portunities — town meetings, 
league and trade meetings and 
other public forums — where our 
audience can speak directly to an 


agency board member or official. 
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NCUA sent its first Annial Performance Plan thermore, the vast majority— 
to Congress last year. As a part of the Government 10,460 or 94.1% of federally-in- . 
we ep lth Stig gt he plan 5 desigagd to sured credit unions— are mak- 
establish connections between long term strategic ing satisfactory progress. NCUA 
goals and NCUA’s day-to-day activities is monitoring the efforts of the 
Last October, the NCUA Board voted to re- 547 credit unions that received 
turn a 4.125 percent, $118 million dividend to credit ‘unsatisfactory” or “needs im- 
unions—-+the fourth consecutive and largest dividend provement” ratings to ensure 
paid by the NCUSIF. The Board also waived the full compliance is reached well 
1999 ifisurance premium betore December 31, 1999 


Responding quickly after 
Focusing the Agency to Meet the Demands of 
the President signed the Credi! 


HR 1151 and Y2K 


Linion Membership ACCESS ict on 


Preparing for Year 2000 placed numerous de- . 
f 5 August 7, the NCLA Board ap- 


mands on Agency resources in 1998. NCUA exam- 
proved a new chartering and 


iners contacted each federal credit union to investi- 
membership expansion rule on 


gate Y2K readiness. In addition, NCUA and state = 
December 17, 1998 

supervisors coordinated the readiness of federally 

insured state-chartered credit unions. | am happy to 


report that at vear-end, all seven of NCUA’s internal 


mission-critical svstems were fully Y2K ready. Fur- 
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Legislation 


Congress Settles Battle Over Expansions 


8M Legislation 


Corgress moved quickly in 1998 to enact historic 
legislation to restore access to federal credit unions after 
the Supreme Court ruled February 25, 1998, that the ex- 
isting statute didn’t support multiple fields of member- 
ship. 

Fourteen days later, on March 11, the House Bank- 
ing Committee held hearings on the NCLA field of 
membership policy. Chairman Norman E. D’Amours 
was joined by members of Congress, the Treasury De- 
partment and credit union representatives in testifying 
at the day-long hearing 

“l urge the quick enactment of H.R. 1151 to allow 
consumers the freedom to choose credit union service,” 
Chairman D’Amours told the Committee. ‘The (Su- 
preme Court's) ruling limits access to credit unions for 
employees of small businesses and low-income people 
Over 50 percent of the private-sector workforce is em- 
ployed by small businesses and 99.7 percent of these 


businesses employ fewer than 500 people. Without the 


multiple group policy, more than half the workers in the 


country lack the ability to access federal credit union ser- 


vice,” he said 

On April 1, 1998, the House passed H.R. 1151, the 
Credit Union Membership Access Act, by an overwhelming 
majority of 411-8 

Meanwhile, the Senate Ranking Committee held 
hearings on credit union expansion March 26 and 
April 2. The entire NCUA Board appeared before the 
Committee. Several months elapsed before the Senate 


passed, by 92-6, its expanded version of H.R. 1151 on 


July 28. The House approved the 
Senate version on August 4 

President Bill Clinton rap- 
idly signed the Credit Union 
Membership Access Act (Public 
Law 105-219) into law August 7, 
1998, with NCU A’s entire Board 
in attendance 

NCLA then issued a com- 
prehensive proposal, on August 
31, covering the tield of member- 
ship section of the new statute 
Finalized December 17, 1998, the 
new policy allowing federal 
credit unions to charter and ex- 
pand to serve multiple groups 


became ettective January 1, 1999 


Revolving Loan Fund Boosted 
Congress added $2 million 
to NCL A’s Community Develop- 
ment Revolving Loan Fund in the 
VA-HUD Appropriations Bill for 
fiscal 1998. This marks the third 
consecutive year that Congress 


provided additional funding to 


the Revolving Loan Program 


Examination Authority and 
Liability Protection 

To help NCUA ensure that 
credit unions remain safe and 


sound while meeting Year 2000 


computer challenges, Congress 


Legislation 


passed Public Law 105-164 on March 20, 1998. This 
new law allows NCUA to examine intormation sys- 
tems vendors that serve credit unions to ensure they 
are Y2K read\ 

Chairman D’ Amours told House Banking 
Committee members in testimon, September ly 
1998, that credit union Y2K computer conversions 
were progressing well and that NCLA was on track 
or ahead of schedule in completing its internal com 
puter systems upgrades 

The Chairman was testifving in support of a 
bill offering companies protection from liability 
when thev disclose Y2K intormation. The bill be- 
came Public Law 105-271 
Private Mortgage Insurance 

Eftective July 29, 1999, Public Law 105-216 re 
quires that lenders provide annual mortgage disclo 
sures that notify borrowers of their right to request 
cancellation of private mortgage insurance (PMI) 


when the borrower's equity in their property 


reaches 20 percent. Lenders 
must automatically cancel PMI at 
the midway point of mortgage 


rt pa ment if pay ments are cur- 


rent 


Expected Legislation 

The 105" ¢ ongress ended 
December 30, 1998, without final- 
izing the controversial tinancial 
services modernization bills that 
neared approval, the regulatory 
reliet bills, and the bankruptcy 
retorm legislation that seemed 
assured of passage. It is expected 
that leading members ot Con- 
gress will lose no time in intro- 
ducing similar legislation during 
the first session of the 106" Con 


VTsSs 
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Supervision 


Examination and Insurance 


10 @ Supervision 


4 significant portion of agency resources in 


AFB was devoted to assuring that credit unions are 


prepared for the century date change. NCLA 


closely monitored federal credit unions and the ven- 


dors who serve them to ensure that computer sys- 
tems are ready, and that liquidity provision” are in 
piace for the transition period 

As part o our Y2K program, NCLA re- 
viewed the progres. of credit unions through tar- 
geted Y2K assessments, special quarterly reporting, 
and the normal examination and supervision pro- 
gram. To review Y2K progress, NCUA also visited 
30 of the larger information system vendors used by 


the majority of federai credit unions 
Examination Program Extended 


To provide adequate staffing resources for 
Y2K oversight, the agency implementec a 1998 ex- 
amination program extending the usual annual ex- 
amination cycle up to 18 months tor large, over $50 
million, well run credit unions. This short- term de- 
ferral reduced some burden while providing the re- 
sources needed to attend to Y2K oversight without 


demanding additional staff. 


Credit Unions Proceed Well With Y2K 


Credit unions are moving successfully 


through the renovation, testing and implementation 


phases of the Y2K project. Estab- 
lished milestone dates ensure that 
adequate progress is made. The 
milestone dates for substantial 
completion of renovation and 
testing critical systems were suc- 
cessfully met by the overwhelm- 
ing majority of credit unions in 
1998. The next milestone date of 
June 30, 1999, is when final test- 
ing, should be completed and 
July 31, 1999, is the deadline tor 
implementation 

Credit unions not progress- 
ing through the milestone phases 
receive specialized attention. In 
some cases, deadlines were 
waived or extended and adminis- 
trative actions were issued with 
appropriate justification. At the 
end of 1998, 287 waivers had 
been issued and only 54 formal 
actions related to Y2K progress 
were in force. NCUA is pleased 
with this small number and we 
continue to work closely with 
credit unions that need additional 


help. 


Meeting Liquidity Needs 

NCUA believes credit 
unions will be well positioned for 
the Y2K date conversion and that 
confidence will remain strong 


among credit unions members. 


Supervision 


We encourage credit unions to take every ¢ Began revising the Cal! Report 
opportunity to educate and reassure their members to conform to Generally Ac- 
However, the possibility exists that credit unions cepted Accounting Principles 


May experience extraordinary liquidity demands 


and NCUA is working with the industry, the Con- An upcoming challenge 
gress and the Federal Rescrve ‘> ensure that ad- will be implementing the prompt 
equate liquidity provisions are in place corrective action requirements 


within CL MAA. The new law 


New Regulatory Changes 
8 gs addresses credit union « apital lev- 


The passage of HR 1151, The Credit Union els, separate risk-based capital 
Membership Access Act (CUMAA), makes challenging 


standards tor complea credit 


demands. Major supervisory and regulatory projects unions that engage in high-risk 


> » + " ~r " 
resulting from the legislation are activities, separate rules for credit 


unions in cperation less than ten 


Completed new chartering and field of member- yeats. with under $10 million in 


ship policy; assets, and policy requirements 


© Issued an interim supervisory committee audit for undercapitalized credit 
regulation; unions 
¢ Issued a proposed business lending regulation; 

¢ Issued advance notice of a prompt corrective ac- 


tron proposai; 
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Litigation, Regulation ar 


Supreme Court Decision Leads to Congre 


pr ne 4 t i ed its che . 
US. i wf! 
rh\ rf ‘ ’ > * xs fF 
’ ‘ \ [ = 4 ; ; 
, , > 
_ The ; , 
' ; " ssud ¢ : 
.? | ME . * 
ty; . +? , , 
: 7 ~ \( 
irhkext +} +} ‘ 5” _ ‘ , 
, 
ry ~ ’ tivys 
y Tec ~s CT f “ 
, 4 ’ reer ts . . 
i er ‘ rf ‘ ‘ { 
tty | , eae 5 , 
to develop new chartering p 
r ~~? ti r nT snore «yt 
‘ti M tft is rit “ thy 
’ | enye : Pye | rte 
wre? on © hantesr t thy 


Major Regulatory Changes 

‘ Yt hye ’ rng rtant bh 1S 
re vulat ry mnorovemente«é 
© proposed comprehensive 


redit Tiel ei) brs 


~ - 
~*~ 
; 
ow 
. | 
: 
" 
bes 
> 
. 
. 
: 
: 
‘ 
. r; 
a 
, *? 
+? 
: 
<< 7s 
‘ 
» ’ 
' ‘ 
nTT . 
cyl tive 
17 ny 
taker) 
Sy) « 


-ssional Action 


l ct - & r “Xt ecw 
; " 
. . ‘ . 
‘ ' ~ « . j 
> > . 
; j . 
. _ 4 . 
. } 
> 4 _ : rt. ; ’ 
= . ; ‘ 
, a ! 
* 
Enforcnent Actions 
, ‘ 7 
\ ' . , 
‘ 4 ‘ ‘ 
~ ~ ’ , 
* : : : 
m mi ty esee 9 
‘ 
“rs nsured : 
’ 
sg. a he EL 
, . ‘+ : hn . ' 
‘ . hie > . r ’ ; rr : 4% 
tive? ms rT; ’ yf ’ ‘ 
} 
‘s ~ 
—. tiryl . recmpn, ‘ 
; 
° CaM na desist 
> 
ot . ‘ t thy ‘ ra ry Phi ’ 
; 
: 
. — 
\( i ‘ 72) ‘ " 
‘ " ribo a i i rT 
. 
\ , \ b« - ~ se Ss Se ; 
; 
. etry } 1 f ™ ' 
( 
, _ 
~ ‘ re TMT powers rer ‘ 
i 
truecul wrongdoimng and ser 
“aM 
: : 
powe+rtu ePterre nt ” 
“AT ’ “er ‘7 ’ 
Pin Oo C.en 
YOR Vane 
i . 
uded 


Community Development Credit Unions 


Low-Income & Community 
Development Credit Unions 


Proactive Visibility and Service 


4 The Office of Community Development 
Credit Unions (OCDCU), working in conjunction 
with credit union trade groups and other govern- 
mentalagencies, sustained its pro-active efforts to 
increase the visibility and relevance of low-income 
credit unions in the financial marketplace. NCUA 
continued its support of small and low-income des- 
ignated credit unions through the Small Credit 
Union Programs and the economic development 
specialists in each regional office. 

Recognizing the need to assist a growing 
number of small credit unions with Y2K compliance 
issues, the Community Development Revolving 
Loan Program (CDRLP) authorized the use of as 
much as $200,900 in accumulated earninys to meet 
credit union needs. !f necessary, a similar authoriza- 
tion will be extended in 1999. 

In November 1998, Cor.gress demonstrated its 
continuing support of the CDRLP by authorizing an 
additional $2 million for the Fund. These funds will 
provide for the expansion of the program in fiscal 


year 1999. 


Revolving Loan Program 


The CDRLP continues to be a source of low in- 
terest loans and free technical assistance grants to 
low-income designated credit unions. During 1998, 
the program granted 17 loans totaling $2.9 million. 
There were 77 loans outstanding at year-end total- 


ing $ 834,581. 


Financed with earnings from the Revolving 
Loan Program, the technical assistance grants pro- 
gram provides operational dollars for training, mar- 
keting, audits and the purchase of equipment in 
1998. Overall, the technical assistance program re- 
ceived requests totaling $854,304. There were 44 
grants totaling $205,290 awarded for computer up- 


grades to help credit unions become Y2K compliant. 


College Student Internship Program 


The 1998 Summer Student Internship Pro- 
gram was the agency’s most successful to date. This 
program creates partnerships between low-income 
designated and larger credit unions for the purpose 
of training and developing business majors as po- 
tential credit union managers. 

Through technical assistance stipends, the 
1998 program saw 14 college interns matched with 
some 26 different credit unions over the summer 
months. The total granted for stipends in 1998 was 
$25,167. That compares with 1997, when seven in- 
terns were accepted into the pilot program and sti- 
pends totaled $17,500. These interns were given the 
opportunity to work in all phases of credit union 
operations, including customer service, marketing, 
bookkeeping, and a variety of other administrative 
and managerial tasks. 

In 1999, we anticipate expanding the program 
by targeting participation from no fewer than 50 
credit unions (25 low-income designated and 25 
partner credit unions). In the first two years, partici- 
pants were selected from the ranks of college jun- 
iors and seniors. However, in 1999 we plan to ac- 
cept second-year community college /technical 


school students, as well. 
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Community Development Credit Unions 


Empowerment: 2000 Workshops 


In the fall of 1998, the Office of Community 
Development Credit Unions sponsored a series of 
workshops aimed at providing small credit unions 
with information and training tc improve their op- 
erations. 

The weekend workshop sessions were held in 
St. Louis, Mo., Phoenix, Ariz., and Miami, Fla., be- 
ginning October 23 through November 8, 1998. 


Each session began Friday night with a town meet- 


ing where Chairman D’Amours and the local NCUA 


regional director hosted spirited discussions on a 
variety of topics important to small credit unions. 
On Saiurday and Sunday, credit union officials se- 
lected sessions from a packed agenda of timely is- 
sues, including: Analyzing Financial Statements, 


Strategic and Business Planning, The “Dos and 


Don'ts” of Lending, Investments and Asset Liabilitv 


Management, Year 2000 Computer Challenges, 
Chartering and Field of Membership Requirements, 


and Cultivating a Board of Directors. 


BAER , 
WORKSHO 
TRACK II 
THE DOs AND DON’'s OF LENDING 


1:00 PM - 5:00 PM 
Approvol/Deniai/Collections/Credt REpom, 


Mortgage Lending 
Home Equity/Second MOSGaee 
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Attendees generally said that the greatest ben- 
efit of the workshops was the opportunity to net- 
work and talk to people just like themselves about 
common problems while getting valuable informa- 
tion regarding workable solutions. Scholarship 
funds donated by the credit union community that 
were left over from the 1996 “Serving the 
Underserved” Conference were used to provide 
scholarships to 126 credit unions with assets below 
$5 million. 

Over 300 people attended, both national and 
international, including participants from 207 credit 


unions. 


MPOWERMENT 200 
WORKSHOP 
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Insured Credit Union Activity 


Number of Federally Insured CUs 
December 31 
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Credit Union Capital Ratio 


December 31 (oy Percent) 


Net Conversions to Federal Insurance 
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Insured Credit Union Activity 


INSURED SHARE GROWTH IN FEDERALLY INSURED 
CREDIT UNIONS (IN MILLIONS) 


FCU = Federal Credit Union 
FISCLU = Federally sneed State-Chartered Credit Union 
NFICU = Privately insured State-Chartered Credit Union 


SHARES OUTSTANDING PERCENTAGE 
CHANGE FROM 
DECEMBER FEDERAL STATE PRIOR YEAR 
31 CREDIT UNIONS CREDIT UNIONS TOTAL TOTAL SHARES 
1988 $104,431 $55,217 $159,648 9.1% 
1989 109,653 57,518 167,171 4.7% 
1990 117,881 62,082 179,963 7.7% 
1991 127,316 72,467 199.783 11.0% 
1992 142,139 87,386 229.525 14.9% 
1993 149,229 91,101 240,330 4.7% 
1994 155,480 92.173 247 653 3.0% 
1995 164,582 96,856 261,438 5 6% 
1996 173,544 101,914 275,458 5.3% 
1997 178,948 114,327 293,275 6.5% 
1998 191,328 130,129 321,457 96% 
CHANGES IN FEDERALLY INSURED CREDIT UNIONS 
FISCAL YEAR 1998 
FEDERALLY INSURFD 
FEDERAL STATE CREDIT 
CREDIT UNIONS UNIONS TOTAL 
Number January 1, 1998 6,981 4,257 11,238 
Additions: 
New fedcral charters 5 5 
New State charters 3 3 
Conversions 3 51 54 
(FISCU to FCU 3) (FCU to FISCU 41) 
(NFICU to FCU 0)  (NFICU to FISCU 10) 
Subtractions: 
Mergers 
Assisted (3) (2) (5) 
Voluntary (107) (110) (217) 
Mergers in process (3) (3) 
Liquidations 
Voluntary (7) (3) (10) 
Involuntary (8) (4) (12) 
Liquidations in process (1) (1) 
Conversions (48) (9) (57) 
(FCU to FISCU 41) (FISCU to FCU 3) 
(FCU to NFICU 4) ‘FISCU to NFICU 6) 
(FCU to NON-CU 3) 
Number, December 31, 1998 6,815 4,180 10,995 
Net Change (166) (77) (243) 


Insured CU Activity 


Share Insurance Fund 


High Earnings and Low Losses 
Insure Dividend 


$118 Million Returned to Credit 


Unions 


The National Credit Union 
Share Insurance Fund (NCUSIF) 
continues to out perform year af- 
ter year. In 1998, the NCUSIF 
paid its fourth consecutive cash 
dividend to all federally insured 
credit unions. After issuing the 
$118 million dividend, the Fund 
still ended the year at the statu- 
tory maximurin 1.3 percent equity 
level. 

1998 marked the fifth time 
in the Fund’s history that a divi- 
dend was issued and added an- 
other year to the many successive 
years it has been unnecessary for 
credit unions to pay a premium 
to the Fund. The ability to pay a 
fourth consecutive cash dividend 
can be attributed to the overall 
good health of insured credit 
unions, competent management, 
a robust economy, and the finan- 


cial soundness of the NCUSIF. 


Record Earnings Posted 
The Fund had record earn- 
ings of $220 million before ex- 


penses in 1998. Most earnings 


Equity Ratio 
By Perceni 


1.32 


1.30 


Net Income 
In FAillions of Dollars 


Reserves 
In Millions of Dollars 


125 


Administrative Expenses 
In Millions of Dollars 
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Share Insurance Fund 


were derived from the Fund’s ADMINISTRATIVE LOSTS 
(IN ) HOUSANDS) 
$3.8 billion investment portfolio. 
oe FISCAL YEAR 1996 1997 1998 
It is entirely comprised of U.S. 
a Direct expenses $1,136 $1,160 $778 
Treasury securities with maturi- Allocated expenses 46.085 48607 50.293 
ties of thane yanwe or lene. Cnar- Total administrative expenses $47,221 $49,767 $51,071 
™= a ee Percent of NCUA total 
ating costs of $51.1 million were administrative expenses 51.2% 512% 50.4% 
$1.3 million greater than in 1997, 
and net income reacived an his- RESERVES FOR ESTIMATED LOSSES 
toric high of $168.9 million. (IN THOUSANDS) 
FISCAL YEAR 1996 1997 1eee 


Losses are Low, Additional Reserves—beginning of fiscal year $89.672 $89.667 $80,775 


Reserves Unnecessary Net charges for fiscal year (5) (8892) (2,149) 
~ or. Provision for insurance losses 0 0 0 
Reserves—end of fiscal year $89.667 $80.775 $78,626 


When 1998 ended, the * Includes transition quarter of Oct. 1 - Dec. 31 


Share Insurance Fund had $78.6 


million in reserves set aside for 
insurance losses. This is the 
fourth consecutive year that no 
losses were recorded because 
previously established reserves 
were more than sufficient to 


cover al! insurance charges. 


Following generally 


accepted accounting principles 


(GAAP), insurance losses are 


incurred wh:-n loss reserves are 


established fo: institu‘ions the 
Agency considers to be of 


greatest risk to the NCUSIF. 


Most of these credit unions are 
classified as CAMEL code 4 or 5 
institutions. 

Eighteen credit unions 
failed in 1998, resulting in reserve 
charges of $3.6 miliion — five 


were merged with assistance and 
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Sere citehtee ait: 


13 were liquidated. Two credit 


unions were placed into conser- 
vatorship in 1998. 

The 308 problem coded 
credit unions at year end re- 
flected little change from the 326 
operating at the beginning of the 
vear. insured shares in these 
credit unions totaled $3.2 billion, 
or just over 1 percent of total 
insured shares. The total insured 
shares of credit unions grew ata 
modest rate of 9.6 percent to 


$321.5 billion during the year. 


Legislation Requires Electronic 
Payments 

The Debt Collection Improve- 
ment Act of 1996 required that 
NCUA make payments electroni- 
cally to credit unions and all 
other vendors after January 1, 
1999. To ensure compliance, 
NCUA made a concerted effort in 
1998 to secure authorization 
agreements for EFT payments 
from all federally insured credit 
unions. At year-end 1998, NCUA 
had collected 92 percent of the 
agreements. Of those received, 
84 percent had been processed 


and pre-tests were underway. 


Number of Problem Credit Unions 
Camel Codes 4&5 


400 


300 


200 


100 


94 95 96 97 98 


Involuntary Liquidations & 
Assisted Mergers 
Number of Cases 


94 #84695 ~—Ss«G 97 = 98 


Percentage of Problem Shares to 


Total Insured Shares 
By Percent 


1.5 = 
<< 
4 a 
1 my 
0.5 j it 
0 vo 


94 95 96 $7 98 
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Share Insurance Fund 


Cash Assistance Outstanding Non-Cash Assistance Outstanding 


In Millions of Dollars 


In Millions of Dollars 


3.5 


3 


2.5 
2 


Clean Audit Opinion 


The NCUSIF financial state- 
ments received a 14th consecutive 
unqualified audit opinion from 
independent auditors. The 
Deloitte & Touche LLP report on 
the audited 1998 financial state- 
ments and accompanying foot- 
notes appear later in this report. 

The NCUSIF continues to 
be the only federal deposit insur- 
ance fund that has its financial 
statements audited annually by 
an independent accounting firm 
in addition to the General Ac- 


counting Office. 
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0.5 
0 


PERCENTAGE OF SHARES BY CAMEL CATEGORY 

CATEGORY 1995 1996 1997 «1998 
Code 1 & 2 90.1% 92.9% 927% 90.2% 
Code 3 92 67 6.3 8.9 
Code 4 09 4 10 9 
Code 5 0.0 00 0.0 0.0 
Totals 100.0% 100.0% 100% 100% 


SUMMARY CF CAMEL CODE 4 & 5 CREDIT UNIONS 


Fiscal Year 1995 1996 1997 1998 


Number of Code 4 & 5 credit unions 267 286 326 308 
Percentage of insured credii unions 2.3% 2.5% 2.9% 2.8% 
Shares in Code 4 & 5 credit unions $2.1b $1.8b $2.9b $3.2b 
Percentage of NCUSIF natural 

person insured shares 80% 65% 95% 99% 


Corporate Credit Unions 


New Regulation er Guide Coupled 
with Enhanced Supervision 


These were a number of significant miiestones 
thifipughout the vear that will enhance the examina- 
tion and supe: vision efforts of the Office of Corpo- 
rate Credit@nions (OCCU). The regulatory envi- 
roiament and staffing level created in 1998 will allow 
OCCUROFBRES on risk that is unique to corporate 
credit unions as we move toward the new nillen- 


nium. 


Regulation Considers Risk Level 


On May 1, 1998, the revised Pert 704 of 
NCUA’s Rules and Re guiations became effective. The 
regul:tion is intended to allow corporate credit 
unions to meet the needs of their members while 
maintaining appropriate levels of risk. Much of the 
vear was dedicated to working with corporate credit 
unions that chose to apply for one or more of the ex- 
panded authority levels provided under the regula- 
tion. By year end, initial action had been taken on 


all expanded authority requests 


Staff Increased 


The agency’s commitment to the efforts of 
OCCU were highlighted by the increase in staff and 
training. Several new positions were created that 
are comparable to positions in other financial regu- 
latory agencies. Additionally, two new specialist 
positions were created to address operations specific 
to corporates. The largest and most complex corpo- 
rate credit unions will have a resident examiner staff 


on-site to maximize supervisory efforts. 


Rating System Refined 

A new rating system for corporate credit 
unions was adopted in 1998 and will be fully imple- 
mented in 1999. The Corporate Risk Information 
System (CRIS) provides an anaiysis process and 
structure not possible under the CAMEL rating svs- 
tem. Under CRIS, examiner and corporate staff are 
provided with a more detailed and accurate profile 
of the various risk levels to which the corporate ts 
exposed. The risk measurements available under 
CRIS are consistent with the regulatory require- 


ments set forth in Part 704 


Guide Revised 

For the first time in several years, the Corpo 
rate Examiner's Guide was fully revised. The guide is 
a comprehensis ¢ source of information for examin- 
ers, corporate credit union staff, and other interested 
parties. It provides contemporary information on 
investments and corporate produc ts and services 


Explicit regulatory requirements and a detailed de- 


scription of the CRIS process are inc luded 


Y2K Monitoring 


OCCU has conumitted significant time and re- 
sources to the Y2K readiness of corporate credit 
unions. Due to the vital services that corporates 
provide to their members, it is imperative to the 
credit union system that each corporate is fully pre- 
pared for the challenges Y2K will bring. Every cor- 
porate credit union received a Y2K examination in 
1998. Follow-up Y2K examinations will be con- 
ducted in early 1999, and monitoring will continue 
as needed to ensure this issue is adequately ad- 


dressed. 
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Corporate Credit Unions 


Federal Corporate Credit Unions 


Corporate Name 


Eastern Corporate 
Empire Corporate 
Indiana Corporate 
Kentucky Corporate 
LICU Corporate 
Mid-Atlantic Corporate 
Mid-States Corporate 
Nebraska Corporate 
Pacific Corporate 
South Dakota Corporate 
Southeast Corporate 
Southwest Corporate 
Tricorp Corporate 


Virginia League Corporate 


Western Corporate 


Total 


December 31, 1998 


City, State 


Woburn, Massachusetts 
Albany . New York 
Indianapolis, Indiana 
Louisville, Kentucky 
Endicott, New York 
Harrisburg, Pennsylvania 
Naper ille, [inois 
Omaha, Nebraska 
Honolulu, Hawaii 

Sioux Falls, South Dakota 
Tallahassee, Florida 
Dallas, Texas 
Westbrook, Maine 
Lynchburg, Virginia 

San Dimas, California 


Assets 
(in millions) 
1,081,571,463 
2,982,993,564 
1 070,947 (06 
293,096,482 
5,853,777 
2,017,354,892 
2,243,397,153 
135,214,622 
263,668,656 
74,516,141 
2,335, 111,016 
3,951 307, 854 
372,988,819 
741,247,770 


11,401,939, 320 


$ 28,971,208,535 


Federally Insured State Corporate Credit Unions 


Corporate Name 


Alabama Corporate 
Arizona Corporate 


Central Credit Union Fund 


Central Corporate 
Constitution State 
Corporate Central 
Corpo. ate One 

First Carolina Corporate 
Georgia Central 

lowa League Corporate 
Kansas Corporate 
Louisiana Corporate 

* Minnesota Corporate 
Northwest Corporate 
System United Corporate 
Volunteer Corporate 
Washington Corporate 
West Virginia Corporate 


Total 


* Minnesota Corporate Converted to a Federal Charter Effective January 4, 1999. 
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December 31, 1998 


City, State 


Birmingham, Alabama 
Phoenix, Arizona 

Auburn, Massachusetts 
Southfield, Michigan 
Wallingford, Connecticut 
Salt Lake City, Utah 
Columbus, Ohio 
Greensboro, North Carolina 
Duluth, Georgia 

Des Moines, lowa 

Wichita, Kansas 

Metairie, Louisiana 

St. Paul, Minnesota 
Beaverton, Oregon 

Arvada, Colorado 
Brentwood, Tennessee 
Tukwila, Washington 
Parkersburg, West Virginia 


Assets 
(in millions) 
$589 973,429 
738,433.613 
225,929. 087 
2,263,923,138 
904,783,616 
376,831,9% 
1,204,439, 662 
864,428,287 
822,183,054 
342,728,797 
329,128,160 
118,715,339 
651,992,723 
708,861,806 
123,900,206 
614,549,417 
236,714,928 
187,501,803 


a 


$12,305,019,001 


Corporate Credit Unions 


NonFederally Insured Corporate Credit Unions 
December 31, 1998 


Corporate Name 


Missouri Corporate 
North Dakota Corporate 
Treasure State Corporate 
Wisconsin Corporate 


Total 


Total 


City, State 


for All Corporates 


(Excluding U.S. Central) 
U.S. Central Credit Union 


St. Louis, Missouri 
Bismarck, North Dakota 
Helena, Montana 

Males Corners, Wisconsin 


Assets 
(in millions) 


768,754,991 
147,318,840 


177,403,637 


1,167,337 a] 


$ 2,260,815,369 


$ 43,537,042,905 


S 25,708,527,320 


KEY STATISTICS ON FEDERALLY INSURED CORPORATE CREDIT UNIONS 
DECEMBER 31, 1998 (IN MILLIONS) 

1996 1997 1998 
Number: 36 35 34 
Assets $28 386.5 $31 550.1 $41,2762 
Loans 315.7 289.9 120.4 
Shares 22.7422 25,4774 36,755.9 
Reserves 2,026.6 2,088.5 2.363.7° 
Undivided earnings: 3128 393.1 4545 
Gross income 1,745.3 1,756.4 2,120.8 
Operating expenses 128.5 136.7 156./ 
Interest on borrowed funds 153.0 143.8 103.2 
Dividends and interest: 1,375.8 1,425.2 1,756.6 
Reserve transfers 82 54 196 
Net income 73.7 456 846 
Dollar amounts do not include U.S. Central 
“includes Membership Capital Share Deposits 
SIGNIFICANT RATIOS 
Reserves to assets: 7.1 6.6 57° 
Reserves and undivided earnings to assets 82 79 6.8" 
Operating expenses to gross income: 73 77 74 
Yield on assets: 6.2 57 5.1 
Cost of funds to assets: 54 5.0 45 
Gross spread: 8 7 6 
Ratios do not include U.S. Central 
“Includes Membership Capital Accounts and Paid-in Capital 
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Assistance Center 


Asset Management and 


Services in High Demand 


the Asset Management & Assistance Center 
fA MAC) hégreco. ered in excess of $467.5 million at 
- 
historic @Hst to recovery ratio of 13.5 percent since 
liquidati@® activity was combined in the AMAC in 
1990). 

1998, liquidation activity continued to 
reflect the favorable condition of credit unions 
overall. AMAC handled seven involuntary credit 
union liquidations, portions of six pure hase and 
assumptions, and two voluntary liquidations. At 
the end of the year, 62 credit unions remained in the 


process of liquidation 


Liquidation Factors 

Three of the seven 1998 liquidations resulted 
from fraud. These three cases, plus a large fraud 
case existing from late 1997, produced much of the 
AMAC'’s liquidation work for 1998. Liquidations 
involving fraud are time consuming. Share payout, 
which is normally completed within hours, must be 
delayed in fraud cases until accounts are confirmed, 
researched, and reconstructed. Reconstruction is 
necessary for an accurate share payout and to assist 


in the potential recovery from the surety bond 


Work Goes Beyond Liquidations 

AMAC’s workload is considerably broader 
than liquidations and recoveries on assets. AMAC 
staff has expended significant resources on non- 


liquidation matters in each NCUA ression. During 
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1998, \VIAC pm ded in exccss of 95 weeks of 
assistance to regional staff by 
* reviewing three large complex loan porttolios 
® consulting with, or managing three credit union 
conserv atorships 
® negotiating a regional oftice lease 
¢ reconstructing records at six credit unions; and 
* reviewing actual or potential bond claims 
Starting in 19%, AMAC commenced servicing 
consumer loans internally. This internal collection 
program was expanded in 1998 in an effort to 
control costs and deal directly with borrowers trom 
credit unions liquidated because of fraud. The 
resources needed to collect these loans depends 
upon the cause of liquidation. Some porttolios 
require minimal effort to collect while others require 
legal action. Experience has shown that internal 
servicing comt“ned with outside collection efforts 
lowers overall collection costs. AMAC is currently 
servicing 2,700 loans with an outstanding balance of 
$14.8 million. During 1998, AMAC recovered $2.8 
million on loans serviced by AMAC staff ata 
tavorable cost to recovery ratio of 9.1 percent. In 
addition, as a result of absorbing more work inter- 
nally, AMAC was able to negotiate . lower fee from 
the outside servicer 
1999 wil! present new challenges as the 
AMAC works with credit unions that have Y2K 
problems, acquires a new liquidation computer 
system, and provides consulting services to the 


regions 


Central Liquidity Facility 


Credit Union's Backup 
Liquidity Source 


theGentsal Laguidity Facility (CLF) was cre- 
fed by Camigress in 1979 to provide a backup li- 


Wiuidity s@ice to meet the unique needs and re- 
quirema@s of the credit union system. The CLF isa 
mixed @wnership government corporation, tunded 
by“tember credit unions, and operated under the 
direction of the NCUA Board 
Credit unions access the CLF either through corpo- 
rate credit unions, which Verve as agents of the CLI 
or by joining the CLF directly as regular members 
Agent and regular members must purchase capital 


stock in the CLF as a condition of membership 


Changes Improve Operations 
The CLF instated several important charge: 

in 1998 designed to improve its operations and bet- 

ter serve its member credit unions 

© Year 2000 (Y2K) testing was successfully com- 
pleted. CLF’s computer systems are Y2K ready 

¢ Regular member and agent member security 
agreements were revised to incorporate an 
amendment change to the CLF regulation regard- 
ing loan collateral (§ 725.19) 

¢ Credit unions that wish to borrow from the CLI 
can now either pledge specific assets as collateral 
or continue to borrow under a blanket lien agree- 
ment for loan security 

¢ Staffing changes approved for the CLF add a part- 


time vice president and a part-time analyst 


Meeting Y2K Needs 

Credit union funding needs may increase in 
the months surrounding the upcoming century date 
change. This could occur as a result of unusually 
large cash withdraws by credit union members who 
teel it is an appropriate precautionary measure. We 
have, and will continue to encourage credit unions 
to communicate with and reassure members that 
their credit union is preparing tor Y2K, while simul- 
taneously developing adequate contingency plans 
to address funding needs. For its part, the CLF has 
been working with the Congress and the Federal 
Reserve to ensure that the CLF can meet any reason- 


able liquidity needs ot the credit u:nion movement 


Funding CLF Operations 
The CLF funds ‘ts operating costs with a 

portion of the earnings on investments of member 
stock deposits During “998, the CLF returned 99.9 
percent of its investment earnings as dividends to 
its members. The dividends averaged 5.177 percent 
tor the year 

During 1998, credit unions continued a long- 
term trend of remaining extremely liquid and pre- 
dictably, the CLF was not called upon to grant any 
MouaNs 

The CLF again received an unqualified auciit 


opinion from its independent auaitors 
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‘Operating Fund 


How NCUA is Financed 


NCU A operating costs are shared by the 
Opegtting Puan: and tBe National Credit Urion 
Shar Insupaiige Fund (NCU'SIF). Each month an ac- 
counting prod@dure fransfers tunds from the 
NCUSIFto the @petating Fund to finance agency 


- Ve 


operations . 
An in-depth ew, study of examination time 


found that examiners spend approximately 50 per- 
cent of their time completing insurance related func- 
tions. Asa result, the NCUA Board approved a 50 
percent transfer rate for a three-year period beg'n- 
ning in 1998. The overhead transter rate is sched- 
uled to be reviewed again in 2000; however, the 
Board retains the right to revisit the transfer *Iloca- 
ticn on an annual basis 

The remaining 50 percent of operating costs 
are funded primarily from annual operating fees 
pid by federal credit unions. Lesser amounts of 
funding come from the sale of NCLA publications 


and interest income on Treasury investments 


Fee Assessments 


The operating fee assessment is calculated 
by applving the annually-adjusted assessment rate 
scale to the previous December 31 assets of indi- 
vidual federa' credit unions. The 1998 fee was in- 
creased by 9.25 percent. This was the first increase 
since 1991. Between 1994 and 1997, federal credit 
union operating fee assessments were reduced by 


22.7 percent 
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Fund Revenue and Expected Losses Unfounded 

NCUA Operating Fund revenue totaled 
$52.2 million in fiscal vear 1998 — $50.6 million 
from operating fees anc the balance from interest 
and other income. Operating expenses totale 550.5 
million in 1998, which was $4.4 million under the 
budgeted amount of $54.7 million. Most of the bud- 
get surplus was a result of the high number of va- 
cancies that existed throughout much of 1998 

The 199s budget projections forecasted a 
net loss to the Operating Fund of over $2 million 
However, because of savings incurred from vacant 
staff positions, the Operating Fund actually gained 
$2 million in 1998. As a result, at the end of the vear 


the Fund Balance was $8.1 millior 


Deloitte & Touche LLP Auditors’ Report 


For the 14th consecutive vear, independent 
auditors rendered an unqualified opinion on 
NCL A's financial statements. The auditors’ report 
and the comparative financial statements for the 
Operating Fund, the Share Insurance Fund, and the 
Central Liquidity Facility for fiscal years 1997 and 


1998 follow 


Auditors’ Report 


Deloitte & 
Touche Lip 


4N 1900 M Street NW Telephone: (202) 955-4000 
Washington, DC 20036-3564 Facsimile: (202) 955-4294 


INDEPENDENT AUDITORS’ REPORT 


To the Inspector General of the 
National Credit Union Administration: 


We have audited the financial statements appearing on pages 28-47 of this Annual Report of 
respectively, the National Credit Union Administration Share Insurance Fund, Operating Fund, 
and Central Liquidity Facility (collectively, the “funds”’) as of and for the years ended December 
31, 1998 and 1997. These financial statements are the responsibility of the National Credit Union 
Administration's management. Our responsibility 1s to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards and the 
standards applicable to financial audits contained in Government At:diting Standards, issued by 
the Comptroller General of the United States. Those standards require that we pian and perform 
the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating 
all overall financial statement presentation. We bel:*e that our audits provide a reasonable basis 
for our opinion. 


In our opinion, the accompanying financial statements present fairly, in all material respects, the 
financial position of the National Credit Union Administration Operating Fund, of the Share 
Insurance Fund, and of the Central Liquidity Facility at December 31, 1998 and 1997, and the 
results of their operations and their cash flows for the years then ended in conformity with 
generally accepted accounting principles. 


In accordance with Government Auditing Standards, we have also issued reports dated February 
26, 1999, not presented herein, on our iests of the funds’ compliance with certain provisions of 
laws, regulations, contracts and grants, and our consideration of their internal control over 
financial reporting. 


Velott touche Lip 


February 26, 1999 
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NATIONAL CREDIT UNION ADMINISTRATION 
SHARE INSURANCE FUND 


BALANCE SHEETS 
DECEMBER 31, 1998 AND 1997 
(Dollars in Thousands) 


ASSETS 


Investments (Note 5) 

Cash and cash equ:valents 

Accrued interest receivable 

Assets acquired in assistance to insured credit unions 

Capital notes advanced to insured credit unions 

Notes receivable - Nationa! Credit Union 
Administration Operating Fund (Note &) 

Other notes receivable 


TOTAL ASSETS 

LIABILITIES AND FUND BALANCE 

LIABILITIES: 
Estimated losses from supervised credit unions (Note 3) 
Estimated losses from asset and merger guarantees (Note 3) 
Amounts due to insured shareholders of liquidated credit umons 
Due to National Credit Union Administration 


Operating Fund (Note 8) 
Accounts payable 


Total liabilities 
COMMITMENTS AND CONTINGENCIES (Notes 3, 8, 10. and 11) 
FUND BALANCE: 
Insured credit unions’ accumulated contributions 
Insurance fund balance 


Total fund balance 


TOTAL LIABILITIES AND FUND BALANCE 


See notes to financial staternents. 
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1998 1997 
$ 2,827,099 § 3,125,921 
981,230 472,962 
40.071 37,803 
14,253 21,136 
1.466 1211 
34,574 35,987 
947 454 
$3,899,640 $3,695,474 
$ 78.626 $ 80,775 
42 257 
7,612 20,148 
2.129 114 
554 494 
88,963 __ 101,788 
2,938,503 2,772,896 
872,174 820,799 
3,810,677 3,593,686 
$ 3.899.640 $§ 3,695,474 


NATIONAL CREDIT UNION ADMINISTRATION 
SHARE INSURANCE FUND 


STATEMENTS OF OPERATIONS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 
(Dollars in Thousands) 


1998 1997 
REVENUES: 
Interest S$ 217,965 $ 201,938 
Other 2.033 2,151 
Total revenues 219,998 204,089 
EXPENSES (Note 8): 
Administrative expenses (Note 8): 
Employee wages and benefits 35.852 34,196 
Tiavei 4.958 §,281 
Rent, communications, and utilities 1,723 1,380 
Contracted services 2,532 2.131 
Other 6.006 6.779 
Total administrative expenses $1,071 49.757 
Prov:sion for insurance losses 
Total expenses $1,071 49.767 
EXCESS OF REVENUES OVER EXPENSES $ 168,927 $ 154,322 
STATEMENTS OF FUND BALANCE 
YEARS ENDED DECEMBER 31, 1998 AND 1997 
(Dollars in Thousands) _ oe : _ . 
Insured 
Credit Unions’ Insurance 
Accumulated Fund 
Contributions Balance 
BALANCE AT JANUARY 1, 1997 $ 2,637,743 $ 774,421 
Contributions from insured credit unions 135,153 - 
Excess of revenues over expenses - 154,322 
Divdends to insured credit unions - (107,953) 
BALANCE AT DECEMBER 31, 1997 2,772,896 820,790 
Contributions from insured credit unions 165,607 
Excess of revenues over expenses - 168,927 
Dividends to insured credit unions - (117,543) 
BALANCE AT DECEMBER 31, 1998 $ 2,938,503 872,174 


See notes to fir.ancial statements. 
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NATIONAL CREDIT UNION ADMINISTRATION 
SHARE INSURANCE FUND 


STATEMENTS OF CASH FLOWS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 
(Dollars in Thousands) 


CASH FLOWS FROM OPERATING ACTIVITIES: 
Excess of revenues over expenses $ 168,927 § 154,322 
Adjustments to reconcile excess of revenues over 
expenses to cash provided by operating activities: 
Receipts (payments) relating to losses from supervised 


credit unions and assets and merger guarantees - net (2,364) (8.822) 
(Increase) decrease in assets: 

Accrued interest receivable (2,268) (313) 

Assets acquired from credit unions, net 6.883 6°" 

Capital notes advanced to credit unions - net (255) (946) 

Other notes receivable (493) 1,852 


(Decrease) increase in habilities: 
Amounts due to National Credit Union 


Administration Operating Fund 2.015 (210) 
Amounts due to insured shareholders of liquidated credit unions (12.536) (912) 
Accounts payable 60 (99) 

Net cash provided by operating activities 159,969 145.566 


CASH FLOWS FROM INVESTING ACTIVITIES 


Investments, net 298.822 (201,454) 
Collections on note receivable - National Credit 
Union Administration Operating Fund 1.413 1.413 
Net cash provided by (used in) investing activities 300,235 (200,041) 


CASH FLOWS FROM FINANCING ACTIVITIES 


Contributions from insured credit unions 165,607 135,153 
Dividends to insured credit umions (117,543) (107,953) 
Net cash provided by financing activities 48.064 27,200 


NET INCREASE (DECREASE) IN CASH 


AND CASH EQUIVALENTS 508,268 (27,275) 
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 472,962 $00,237 
CASH AND CASH EQUIVALENTS, END OF YEAR $ 981.230 $ 472,962 


See notes to financial statements 
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NATIONAL CREDIT UNION ADMINISTRATION 
SHARE INSURANCE FUND 


NOTES TO FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 


1. ORGANIZATION AND PURPOSE 


The National Credit Union Share Insurance Fund Administration Share Insurance Fund (the Fund) was 
created by the Public Law 91-468 (Title II ot the Federal Credit Union Act), which was amended in 
1984 by Public Law 98-369 as discussed in Note 4. The Fund was established as a revolving fund in the 
United States Treasury under the management of the National Credit Union Adm:nistration (NCUA) 
Board for the purpose of insuring member share deposits in all federal credit unions and in qualifying 
state credit umons that request insurance. The maximum amount of insurance 1s $100,000 per 
shareholder account. 


NCUA exercises direct supervisory authority over federal credit unions and coordinates required 
supervisory involvement with the state chartering authority for state-chartered credit unions insured by 
the Fund. Insured credit umions are required to report certain financial and statistical information to 
NCUA on a semiannual or quarterly basis depending on the size of the credit umion and are subject to 
periodic examination by NCUA. Information derived through the supervisory and examination process 
provides the Fund with the ability to identify credit unions experenc:ng financial difficulties that may 
require assistance from the Fund. 


Credit umons experiencing financial difficulties may be assisted by the Fund in continuing their 
operations if these difficulties are considered by the Fund to be temporary or correctable. This special 
assistance may be in the form of a waiver of statutory reserve requirements, a guarantee account, and or 
cash assistance. If continuation of the credit umon’s operations with Fund assstance 1s not feasible, a 
merger partner may be sought. If the assistance or merger alternatives are not practical, the credit union 
1s liquidated. 


The first form of special assistance 1s waivers of statutory reserve requirements, whereby the credit 
union 1s permitted to cease making additions ‘o its regular reserve and. in more severe cases, to 
commence charging operating losses against 1s regular reserve. When all reserves have been depleted 
by the credit umon, the fund may provide a reserve guarantee account in the amount of the reserve 
deficit. In addition, the Fund may provide cash assistance in the form of share depesits and capital 
notes, or may purchase assets from the credit union 


Mergers of financially troubled credit umons with stronger credit unions may also require Fund 
assistance. Merger assistance may be tn the form of cash assistance, purchase of certain assets by the 
Fund, and/or guarantees of the values of certain assets (primarily loans) 


When a credit union is no longer able to continue operating and the merger and assistance alternatives 
are not practical, the Fund will liquidate the credit union, dispose of its assets, and pay members’ shares 
up to the maximum insured amount. The values of certain assets sold (primarily loans) are sometimes 
guaranteed to third-party purchasers by the Fund 


2. SIGNIFICANT ACCOUNTING POLICIES 


Cash Equivalents and Investments - Title Il of the Federal Credit Union Act limits the Fund's 
investments to United States Government securities or securities guaranteed as to both principal and 
interest by the United States Government. Cash equivalents are highly liquid investments with original 
maturities of three months or less. All investments are classified as held-to-maturity under Statemeuit of 
Financial Standards No. !!5, “Accounting for Certain Investments in Debt and Equity Securities.” 
Accordingly, the Fund records investments at amortized cost 


Advances to Insured Credit Unions - The Fund provides cash assistance in the form of interest and non- 
interest-bearing capital notes (carned at face value), share deposits, and loans to certain credit unions to 
assist them in continuing their operations. 


Assets Acquired from Credit Unions - The Fund acquires the assets of liquidating credit unions pending 
their ultimate disposition. To assist in the merger of credit unions, the Fund may purchase ceriain credit 
union assets. In addition, the Fund may provide cash assistance by acquiring nonperforming assets of a 
credit union expernencing financial difficulty. These acquired assets are maintained by the Asset 
Management and Assistance Center in Austin, Texas, and are recorded by the Fund at their estimated net 
realizable value. 


Premium Revenue - The Fund may assess each insured credit union a regular annual premium of 1/12 of 
1% of its member share deposits (insured member share deposits in the case of corporate credit umions) 
outstanding as of December 31st of the preceding insurance year. The NCUA Board waived the 1998 
and 1997 share insurance premiums. 
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Income Taves - The Fund is exempt from Federal income taxes under §501(c)(1) of the Internal Revenue 
Code. 


Fair Value of Financial Instruments - The following methods and assumptions were used in estimating 
ihe fair value disclosures for financial inst™:*ments: 


a. Cash and Cash Equivalents - The carrying amounts for cash and cash equ: alents approximate fair 
values. 


b. Investments - The fair value for investments 1s the quoted market value. 


c. Capital Notes and Other Notes Receivable - It 1s not practicable to estimate the fair value of these 
assets as there 1s no secondary market, and the Fund has the ability and the intention to hold these 
notes to maturity. 


d. Other - Accrued interest receivable, notes receivable from NCUA Operating Fund, payable to 
NCUA Operating Fund, due to insured shareholders of liquidated credit unions and other accounts 
payable are recorded at book values, which approximate the respective fair values. 


Use of Estimotes - The preparation of financial statements in conformity with generally accepted 
accounting principles requires manez2ment to make estimates and assumptions that affect the reported 
aimounts of assets and habilities and disclosures of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting pernod. 
Actual results could differ from management's estimates 


Reclassifications - Certain reclassifications to 1997 amounts were made to conform to the 1998 
presentation. 


3. PROVISION FOR INSURANCE LOSSES 


Management identifies credit unions experiencing financial difficulty through the Fund's supervisory 
and examination process. The estimated losses from these supervised credit unions are determined by 
management on a specified case basis. Management also evaluates overall economic trends and 
monitors potential system-wide risk factors such as increasing levels of consumer debt, bankruptcies, 
and delinquencies. Nonspecified case reserve requirements are deternuned based upon an assessment of 
insureu risk and historic loss experience. The anticipated losses are net of estimated recoveries from the 
disposition of the asscts of failed credit unions 


Total insurance in force as of December 31, 1998, 1s $322 billion. The total net reserves for identified 
and anticipated losses from supervised credit unions’ failures were $79 million at December 31, 1998 

Should there be no recoveries provided during the resolution process, possible additional reserves for 

$30 million would be required. 


In exercising its supervisory function, the Fund wall, at times, extend guarantees of assets (primarily 
loans) to third-party purchasers or to credit unions to facilitate mergers. Such guarantees totaled 
approximately $556,000 and $933,000 at December 31, 1998 and 1997, respectively. The esumated 
losses from asset and merger guarantees are determined by management on a case-by-case evaluation. 


In addition, the Fund guarantees loans made by the NCUA’s Central Liquidity Facility (CLF). Total 
line-of-credit guarantees of credit umions at December 31, 1998 and 1997, are approximately 
$25,311,000 and $4,241,000, respectively. The total balances outstanding under these line-of-credit 
guara:.tees at December 31, 1998 and 1997, are approximately $384,000 and $-0-, respectively. 


The activity in the reserves for estrmated losses from supervised credit umions and asset and merger 
guarantees was as follows (in thousands): 


Year Ended 
December 31 __ 
1998 1997 
BEGINNING BALANCE $ 81032 § 89.855 
Insurance losses (5,139) (12,916) 
Recoveries 2,775 4.092 
ENDING BALANCE . 78,668 $ 81,032 


4. FUND CAPITALIZATION 


Title VIII of Public Law 98-369, effective July 14, 1984, provided for the capitalization of the Fund 

through the contribution by each insured credit union of an amount equal to 1% of the credit union's 

insured shares to be paid initially by January 21, 1985, and to be adjusted annually thereafter. The 

annual adjustment of the contribution is based on member share deposits outstanding as of 

December 31st of the preceding year and is billed on a calendar year basis. The 1% contribution will be 
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returned to the insured credit union in the event that its insurance coverage 1s terminated, or is obtained 
from another source, or the operations of the Fund are transferred from the NCUA Board 


The law requires that, upon receipt of the 1°o contribution, the total fund balance must be maintained at 
a normal operating level as determined by the NCUA Board. The NCUA Board has determined this 
level to range from 1.25% to 1.30% of insured shares. The level at both December 31, 1998 and 1997, 
was 1.30%. Total insured shares at December 31, 1998 and 1997, were $322 billion and $294 billron, 
respectively. 


The NCUA Board declared and paid dividends of approximateiy $11 7.543.000 and $107,953.000 during 
1998 and 1997, respectively 


INVESTMENTS 


All cash received by the Fund that 1s not used for outlays related to assistance to insured credit unions 
and liquidation activities 1s invested in U.S. Treasury securities 


Investments consist of the follow:ng (in thousands) 


December 31, 1998 


Yield to Gross Gross Estimated 
Maturity Amortized Unrealized Unrealized Market 
at Market Cost Gains Losses Value 
U.S. TREASURY 
SECURITIES 
Maturities up to 
one year 5.98 “6 $1,528.49] S10. 899 S$ (15) $1,$39.375 
Maturities after one yea! 
through five years 6.11% | 298,608 29361 : 1,327,969 
Total $2,827,099 $40,260 $ (is) $2,867,344 
December 31, 1997 
Yield to Gross Gross Estimated 
Maturity Amortized Unrealized Unrealized Market 
at Market Cost Gains Losses Value 
U.S. TREASURY 
SECURITIES 
Maturities up to 
one year §.40 %% $ 1.399.078 $ 330) $ (2.205) $1.397.203 
Maturities after one year 
through five years 6.25 "0 1,726,843 __ 18,395 (590) |. 744.648 
Total $3,125.92! $18,725 $ (2,795) $3,141,851 


otal investment purchases during both | /98 and 1997 were approximately $1.1 billion. Investment 
maturities during 1998 and 1997 were approximately $1.4 billion and $900 million, respectively. The 
Func has the capability and management has the iniention to hold all investments held at December 31. 
1998 and 1997, to maturity. There were no investment sales during 1998 and 1997 


OTHER ASSETS 


Other assets are primarily comprised of secured and unsecured term notes related to the sale of assets 
held by the Asset Management and Assistance Center and recoveries on failed credit unions. The notes 
are being repaid in monthly principal installments with terms ranging from one to thirty years and 
interest rates ranging from 8.0% to 10.5% 


AVAILABLE BORROWINGS 


The Fund 1s authorized by the Federal Credit Union Act to borrow from the Treasury of the United 
States, upon authorization by the NCUA Board, up to a maximum of $100,000,000. The CLF is 
authorized to make advances to the Fund under terms and conditions established by the NCUA Board 
No borrowings were obtained from these sources during 1998 and 1997 


TRANSACTIONS WITH NCUA OPERATING FUND 


Substantial administrative services are provided to the Fund by the NCUA Operating Fund. The NCUA 
Operating Fund charges the Fund for these services besed on an annual allocation factor approved by the 
NCUA Board derived from a study of actua! usage conuucted by the management of these Funds. The 
allocation factor was 50% to the Fund and 50% to the NCUA Operating Fund for 1998 and 1997. The 
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cost of services provided by the NCUA Operating Fund was approximatzly $59_293,000 and 
$48,607,060 for 1998 and 1997, respectively, and includes pension contributions of approximately 
$3,432,000 and $3,353,000 to the Civil Service Retirement System and Federal Employees Retirement 
System defined benefit retirement plans for 1998 and 1997, respectively 


In 1988, the Fund entered into a $2,161,000 thirty-year unsecured term note with the NCUA Operating 
Fund. Interest received was approximately $81,000 for 1998 and $83,000 for 1997. The note receivable 
balance at Decemoer 31, 1998 and 1997, was approximately $1,386,000 and $1,458,000, respectively 


In 1992, the Fund entered into a commitment to fund up to $41,975,000 through a thirty-year secured 
term note with the NCUA Operating Fund. The monies were advanced to the NCUA Operating Fund as 
needed to fund the costs of constructing a new building. interest income was approximately $1.926,000 
aid $1,945,000 icc 1998 and 1997, respectively. The note receivable balance at December 31, 1998, 
was approximately $33,188,000. 


The above notes mature as follows (in thousands) 


Ursecured Secured 
Term Note Term Note Total 


1999 $ 72 $ 1.34] $ 1.413 
2000 72 1.34] 1.413 
2001 72 1.34] 1.413 
2002 72 1.34] 1.413 
2003 72 1341 1.413 
Thereafter 1,026 _ 26,483 _27,509 

Total $ L386 $ 33.188 $34,574 


The variable rate on both term notes 1s equal to the Fund's prior-month yield on investments. The 
average interest rate during 1998 and 1997 was approximately 5.70%. and $.53"o. respectively. Ai 
December 31. 1998, the rate was 5.74°o 


The NCUA Operating Fund leases certain office space and equipment under operating lease agreements 
that expire through 2003. Besed on the allocation factor approved by the NCUA Board for 1998, the 
Fund will resmburse the NCUA Operating Fund for approximately 50°> of the future lease payments 
The cust of services provided by the NCUA Operating Fund includes rental charges of approximately 
$488,000 and $339,000 for 1998 and 1997, respectively. The amounts vere derived using the current 
annual allocation factor 


, 


The NCUA Operating Fund's total future minimum lease payments as of December 31, 1998, are as 


follows (in thousands) 


1999 S$ &&K 
2000 S38 
200) S6] 
2002 $71 
2003 ___ 88 
Total 2,646 


9. DISCLOSURE OF FAIR VALUE OF FINANCIAL INSTRUMENTS 


The carrying amount and the estimated fair value of the Fund's financial instruments are as follows 


December 31, 1998 December 31, 1997 
Carrying Fair Carrying Fair 
Amount Value Amount Value 
Investments $2,827,099 $2,867,344 $3,125,921 $3,141,851 
Cash and cash equivalents 981.230 981,230 472,962 472.962 
Accrued interest receivable 40.071 40,071 37,803 37,803 
Notes receivable - NCUA 
Operating Fund 34.574 34,574 35,987 35,987 
Amounts due to insured 
shareholders of liquidated 
credit umions 7,612 7,612 20,148 20,148 
Due to NCUA Operating Fund 2,129 2,129 114 114 
Accounts payable 554 §54 494 494 
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10. CONCENTRATIONS 


There are ao significant concentrations of member share deposits within any region of the United States 
Concentrations of member shares do exist within the manufacturing, governmental, and educational 
industnes. 


11. CONTINGENCIES 


Field of Membership Litigation - Four North Carolina Banks and the American Bankers Association 
(ABA) have challenged NCU A's approval of charter amendments granteu to AT&T Family Federal 
Credit Union (FCU). The banks challenged amendments that allowed select employee groups that were 
unrelated to the original sponsor to join the FCU. Their claim ts that the amendments violate the 
common bond requirements of the FCU Act 


In First National Bank & Trust Co., ef a/ v. National Credit Union Administration. the District Court 
concluded that NCUA’s select employee group policy. which permitted more than one distinct employee 
group to exist in a single credit union, each with its own common bond, was a reasonable interpretation 
of the FCU Act. The banks appealed. On July 30, 1996, the U.S. Court of Appeals for the D.C. Circuit 
issued an opimon reversing the District Court. The Court concluded that al! groups *n a credit union 
must share a single common bond 


On remand to the District Court. the plaintiffs sought a nationwide injunction barnng all federal credit 
unions from adding select empioyee groups that did not share a single conimon bond or adding new 
members to select employee groups already within their field of membership. NCUA objected. arguing 
that this relief went far beyond what was sought in the ATA T case The District Court then permitted 
the filing of a new lawsuit, ABA et al. v. NCUA et al. which for the first ime directly challenged 
NCUA's multiple group policy nationvide. The Court then issued a nationaide injunction barring 
NCUA’s group policy nationwide and prohibiting all federal credit unions from adding new select 
employee groups or new members to existing select employee groups 


On December 24, 1996, the Court of Appeals issued a partial stay whereby credit unions were allowed 
to admit new members to ex'sting select employee groups but were still prevented from adding new 
groups. On February 24, 1997. the Supreme Court agreed to hear the case. On February 25. 199%, the 
Supreme Court issued a decision holding that banks do have standing to challenge NCU A’s 
interpretation of Section 109 of the FCU Act. and that NCU A’s interpretation of that section was 
contrary to the unambiguous intent of Congress. However. in August 1998, Congress passed the Credit 
Union Membership Access Act (CUMAA), amending the FCU Act in favor of NCUA. The CUMAA 
allowed federal credit unions to retain their then-existing members and groups and to charter n_altiple 
common bond credit unions. CUMAA also authorized the chartering by NCUA of multiple common 
bond credit unions 


On December 17, 1998, NCUA’s Board issued a final rule implementing the CUMAA. In response, on 
January 8, 1999. the ABA filed a new lawsuit, ABA v. NCUA which seeks to challenge and invalidate 
NCUA’s field of membership rule (IRPS 99-1) on the premise that the NCU A Board-approved 
membership rule unlaw fully expands membership in. and eases restrictions on the formation of. tederal 
credit unions 


In the opinion of management, the ultimate resolution of these matters will not be maternal to NCL A’s 
financial position 


Office of Personnel Management Action - In September 1997, the U.S. Office of Personnel Management 
(OPM) transmitted to NCUA a report entitled “Report of a Delegated Examining Oversight Review 
National Credit Union Administration,” dated June 16-20, 1997 (the OPM Report). The OPM Report 
concluded that NCUA had viclated ment systems principles and commuitied prohibited personne! 
practices. As a result of the OMP Report, NCUA lost its hiring authority and was required to undertake 
certain remedial actions with respect to its personnel practices. Durmg 1998, NCUA took all corrective 
actions required by OPM and, on July 31, 1998, OPM returned NCUA’s appointing authority 


During 1997, the OPM referred the aforementioned matter to the Office of Special Counsel (OSC) for an 
investigation of prohibited personnel practices. The OSC has not yet completed tis investigation. Once 
the investigation 1s complete, the OSC will either take corrective action on its own or order NCUA to do 
so 


The resolution of these matters may result in claims against NCU,\, as well as additional costs related to 
the remedial personnel actions required. In the opimicn of management, the ultimate resolution of these 
matters wi!l not be material to NCUA’s financial position 


Other Matters - In addition, NCUA 1s currently party to a number of other disputes that involve or may 
involve litigation. In the opimion of management, the ultimate licility with respect to those disputes, if 
any, will not be material to NCUA’s financial position 
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NATIONAL CREDIT UNION ADMINISTRATION 


OPERATING FUND 

BALANCE SHEETS 

DECEMBER 31, 1998 AND 1997 

(Dollars in Thousands) 

ASSETS 1995 1997 
Cash and cash equivalents $12.736 $ 7.549 
Due from National Credit Union Share 

Insurance Fund (Note 4) 2.129 114 
Employee advaaces KOS “06 
Other accounts receivable 113 v4 
Prepaid expenses 164 113 
Fixed assets - net of accumulated depreciation 

and amortization (Note 3) 41.233 43.U87 
Employee residences held for resale - 61) 

TOTAL ASSETS $57,240 $52,374 

LIABILITIES AND FUND BALANCE 

LIABILITIES 
Accounts payable $ 4.0604 § 2623 
Accrued wages and benefits 4.864 2.089 
Accrued annual leave 4.952 4.89) 
Accrued employee travel 735 6% 
Notes payable to National Credit Union 

Share Insurance Fund (Note 4) 44.574 35 9K? 

Total habilities 49.189 46.279 

COMMITMENTS AND CONTINGENCIES (Notes § and 8) 

FUND BALANCE _ &.05] 6,095 

TOTAL LIABILITIES AND FUND BALANC] $5. + $52,374 

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN FUND BALANCE 

YEARS ENDED DECEMSBER 31, 1998 AND 1997 

(Dollars in Thousands) 

1998 1997 

REVENUES 
Operating fees $50,591 $44.70) 
Interest 1,396 1,278 
Other 262 317 

Total rev snues $2,249 46.296 

EXPENSES (Note 4) 

Employee wages and benefits 35.853 34.197 
Travel 4,958 $28] 
Rent, communications, and utilities 1,723 1.380 
Contracted services i.$32 2,131 
Other 5,227 5.618 
Total expenses $0,293 48.607 

EXCESS (DEFICIENCY) OF REVENUES OVER EXPENSES 1,956 (2.311) 


FUND BALANCE, BEGINNING OF YEAR & 406 


6.095 


FUND BALANCE, END OF YEAR 8.05] $ 6,095 


See notes te financial! statements 
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STATEMENTS OF CASH FLOWS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 
(Dollars int Thousands) 


1998 
CASH FLOWS FROM OPERATING ACTIVITIES 
Excess (deficiency) o' “evenues over expenses S$ 1.956 
Adjustments to reconcile excess (deficiency) of 
revenues over expenses to cash provided by 
operating activities 
Depreciation and amortization 3205 


Loss on disposal of fixed assets 162 
Miscellaneous allowances 

(Increase) decrease im assets 
Due from National Credit Union 


Share Insurance Fund (2.015) 
Employee advances (159) 
Other accounts receivable (19) 
Prepaid expenses (Sl) 

(Decrease) increase in habilities 
Accounts payable | 44] 
Accrued wages and benefits 2.775 
Accrued annual leave 60) 
Accrued employee travel + 
Net cash provided by operating activities 7,402 


CASH FLOWS FROM INVESTING ACTIVITIES 
Purchases c! fixed assets (2.016) 
Proceeds from sale of fixed assets 1214 
Net cash used 1m investing activities {(S8t.) 
CASH FLOWS FROM FINANCING ACTIVITIES 
Repayments of notes payable (413) 
Net cash used in financing activities (1,413) 
NET INCREASE (DECREASE) IN CASH AND CASH 
EQUIVALENTS $.187 
CASH AND CASH EQUIVALENTS. BEGINNING OF YEAR 7549 
CASH AND CASH EQUIVALENTS, END OF YEAR $12,736 


"ve notes to financial statements 


4 680 
149 


{) 


(4.9%) 


Ki 


(4,100) 
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NATIONAL CREDIT UNION ADMINISTRATION 
OPERATING FUND 


NOTES TO FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 


1. ORGANIZATION AND PURPOSE 


The National Credit Union Administration Operating Fund (the Fund) was created by the Federal Credit 
Union Act of 1934. The Fund was established as a revolving fund im the United States Treasury under 
the management of the National Credit Union Administration Board for the purpose of providing 
administration and service to the Federal Credit Union System 


2. SIGNIFICANT ACCOUNTING POLICIES 


Cash Equivaients - The Federal Credit Umon Act permits the Fund to make investments in United States 
Government securities or securities guaranteed as to both principal and interest by the United States 
Government. Cash equivalen's are highly liquid investments with onginal maturities of three months or 
less. All investments in 1998 and 1997 were cash equivalents and are stated at cost, which approximates 
market 


Depreciation and Amortization - Bui'ding. furniture and equipment, and leasehold improvements are 
recorded at cost. Depreciation and amortization are computed by the straight-line method over the 
estimated useful lives of the building and furniture and equipment. and the shorter of the estimated 
useful life or lease term for leasehold improvements. Estimated useful lives are forty years for the 
building and three to ten years for the furniture and equipment and leaschold mprovements 


Operating Fees - The Fund assesses each federally chartered credit union an annual fee based on the 
credit umion’s asset base as of the preceding December 31. The fee 1s designed to cover the costs of 
providing administration and service to the Federal Credit Union System. The Fund recognizes this 
operating fee revenue ratably over the year 


Income Taxes - The Fund is exempt trom Federal income taxes under §501(c\(1) of the Internal Revenue 
Code 


Fair Value of Financial Instruments - The following methods and assumptions were used in estimating 
ihe fair value disclosures for financial imstruments 


Cash and cash equivalents, receivable from National Credit Union Share Insurance Fund 
(NCUSIF), employee advaaces, other accounts receivable, accounts and notes payable to NCUSIF, 
and other accounts payable are recorded at book values, winch approximate the respective fair 
market values 


Use of Estimates - The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent « «sts and habulities at the date of the 
financial statements and the reported amounts of revenues ang expenses dunng the reporting penod 
Actual results could differ from management's estimates 


Reclassifications - Certain reclassifications to 1997 amounts were made to the conform to the 1998 
presentation 


3. FIXED ASSETS 


Fixed assets are comprised of the following (in thousands) 


1998 1997 
Office building and land 942,229 $ 42.226 
Furniture and equipment 21,780 20.544 
Leasehold improvements : 19 
Total 64,009 62.792 
Les*. Accumulated depreciation and amortization 22.776 19,605 
Fixed assets, net 233 43.187 
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4. TRANSACTIONS WITH NCUSIF 


Certam admimstrative services are provided by the Fund to NCUSIF. The Fund charges NCUSIF for 
these services based upon an annual allocation factor =pproved by tne NCUA Board derived from an 
estimate of actual usage. The allocation factor was 500 to NCUSIF and to the Fund for 1997 and 1998 
The cost of the services allocated to NCUSIF. which totaled approximately $50,293,000 and 
$48.697,000 for 1998 and 1997, respectively. are reflected as a reduction of the corresponding expenses 
in the accompanying financial <*atements 


In 1988, the Fund entered into a $2,161,000 thirty-year unsecured term note with NCUSIF for the 
purchase of a building. Interest costs incurred were approximately $81,000 for 1998 and $8 3.000 for 
1997. The outstanding principal balance at December 31. 199% 2nd 1997. was $1.386,000 and 
$1.458,000, respectively 


In 1992, the Fund entered into a commitment to borrow up to $41,975,000 m a thirty-year secured term 
note with NCUSIF. The moms were drawn as needed to fund the costs of constructing a new buriding 
Interest costs incurred were approximately $1,926,000 and $1,945,000 or '998 and 1997. respectively 
The note payable balance at December 31, 1998, was approximately $33,188,000 


The above notes require pnncipal repayments as follows (mm thousands) 


1999 $ 6 72 $ 134! $ 1.413 
2000 72 | 34] 1.413 
2001 72 | 34) 1.413 
2002 72 1.34] 1.413 
2003 72 | 34! 1.413 
Thereafter 1.026 26.48? _ 27,509 

S 1386 S23, 188 § 34.574 


The vanable rate on both notes 1s equal to NCUSIF’s pnor-month yield on investments. The average 
interest rate during 1998 and 1997 was $70» and 5§.53°%. respectively. The imterest rate at 
December 31, 1998, was $74" 


nm 


COMMITMENTS 


The Fund leases office space under lease agreements that expire through 2003. Office rental charges 
amounted to approximately $976.000 and $678,000 of which approximately $488,000 and $339,000 was 
reimbursed by NCUSIF for 1998 and 1997, respectively. In addition, the Fund leases office equipmeni 
under operating leases with lease terms of less than one year 


The future minimum lease payments as of December ?!. 1998. are as fo. ‘ows (in thousands) 


Operating 
Leases 

1999 $ 888 
2000 $38 
2001 S61 
2002 $71 
2003 RS 

Total $2,646 


Based on the allocation factor approved by the NCUA Board for 1998, NCUSIF will rewnburse the Fund 
for approx:mately 50%. of the future lease payments 


6. RETIREMENT PLAN 


The employees of the Fund are participants in the Civil Service Retirement and Disability Fund, which 
includes the Federal Employees’ Retirement System (FERS) Both pians are defined benefit retirement 
plans covering all of the employees of the Fund. FERS 1s compnsed of a Social Security Benefits Plan. 
a Basic Benefits Plan. and a Savings Plan. Contributions to the plans are based on a percentage of 
employees’ gross pay Under the Savings Plan. employees can also elect additional contnbutions 
between 1% and 10% of thew gross pay, and the Fund will match up to 5% of the employees’ gross pay 
In 1998 and 1997, the Fund's contributions to the plans were approximately $6,863,000 and $6,705,000. 
respectively, of which approximately $3,432,000 and $3.352,000 were reimbursed by NCUSIF 
respectively 
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The Fund does not account for the assets of the above plans and does not have actuana!l data with respect 
to accumulated plan benefits or the unfunded lability zelative to eligible employees. These amounts are 
reported by the U.S Office of Personne] Managemert for the Civil Service Reterement and Disability 
Fund and are not allocated to individual employers 


7. DISCLOSURES OF FAIR VALUE OF FIN ANCIAL INSTRUMENTS 


The carrying amount and the estimated fair value of the Fund's financias .nstruments are as follows (in 


thousands} 
__ December 31,1998 _ __ December 31, 1997_ 

Carrying Fair Carrying Fair 

Amount Value Amount Value 
Cash and cash equivalents $ 12.7% $ 12.736 $ 7.549 $ 7549 
Due from NCUSIF 2.129 2.129 114 114 
Employee advances 86S 86S 706 706 
Other accounts receivable 113 113 44 94 
Accounts payable 4.064 4.064 2.623 2.623 
Notes payable to NCUSIT 34.574 34.574 35.987 35.987 


8 CONTINGENCIES 


Field of Membership Litigation - Four Nc~* Carolina Banks and the American Bankers Association 
(ABA) have challenged NCUA's approval wt charter amendments granted to ATAT Family Federal! 
Credit Umon (FCU). The banks challenged amendments that allowed select employee groups that were 
unrelated to the onginal sponsor to yon the FCU_ Their clair 1s that the amendments violate the 
common bond requirements of the FCU Act 


In First Navonai Bank & Trust Co, « a/ v Natonal Credit Umon Administration. the District Court 
concluded that NCUA’s select employee group policy. which permitted more than one distinct employee 


group to exist in a single credit umon, cach with its own common bond. was a reasonable interpretation 
ofthe FCU Act. The barks appealed. On July 30. 1996. the US. Court of Appeals for the D.C. Circunt 
issued an opimon reversing the Mstnct Court. The Court concluded that al! groups in a credit union 
must share a single common bond 


On remand to the District Court. the plaintiffs sought a nationwide injunction barnng all federal credit 
umons from adding select employee groups that did not share 2 single common bond or adding new 


members to select employee groups already within their field of membership. NCUA objected arguing 
that this relief went far beyond what was sought mm the ATA! case The District Court then permitted 
the filing of a new lawsurt. ABA ef al v. NCUA et al. which for the first tame directly challenged 


NCUA’s multiple group policy nationwide. The Court then issued a nattonwide injunction barning 
NCUA's group policy nationwide and prohibiting all federal credit umons from adding new select 
employee groups or new members to existing select employee groups 


On December 24, 1996, the Court of Appeals rssued a partial tay whereby credit umons were allowed 
to admit new members to existing select employee groups. but were still prevented from adding new 
groups. On February 24, 1997. the Supreme Court agreed to hear the case. On February 25. | 998. the 
Supreme Court issued a decision holding that banks do have standing to challenge NCUA ‘s 
interpretation of Section 10° of the FCU Act. and that NCUA's interpretation of the section was 
contrary to the unambiguous intent of Congress. However. in August 1998, Congress passed the Credit 
Umion Membership Access Act (CLUUMAA)., amending the FCU Act m favor of NCUA. The CUMAA 
allowed federal credit umions to retain their then-existing members and groups and to charter multiple 
common bond credit umons. Cl/MAA also authonzed the chartering by NCUA of multiple common 
bond credit umons 


On December 17, 1998, NCUA’s Board issued a final rule imolementing the CUMAA. In response. on 
January §, 1999, > ABA filed a new lawsuit, ABA v. NCUA, which seeks to challenge and invalidate 
NCUA'’s field of membership rule (IRPS 99-1) on the premise that the NCUA Board-approved 
membership rule unlawfully expands membership im. and cases restnctions on the formaaton of. federal 
credit umons 


In the oprmon of management. the ultimz*e resolution of these matters will not be matena! to NCU A ’s 
financial position 


Office of Personnel Management Action - In September 1997, the U S. Office of Personnel Management 
(OPM) transmitted to NCUA a report entitled “Report of a Delegated Examining Oversight Review. 
National Credit Union Admunistration,” dated June !6-20, 1997 (the OPM Report), The OPM Report 
concluded that NCUA had violated ment sy stems principles and committed prohibited personne! 
practices. As 2 result of the OPM Report, NCUA lost its hiring authority and was required to undertake 
certain remedial actions with respect to its personnel practices. Dunng 1998, NCUA took all corrective 
actions required by OPM and, on July 31, 1998, OPM returned NCLA's appomting authority 
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During 1997, the OPM referred the aforementioned matter to the Office of Special Counsel (OSC) for an 
investigation of prohibited personnel practices. The OSC has not yet completed its investigation. Once 
the investigation is complete, the OSC will either take corrective act:on on its own or order NCUA to do 


so. 


The resolution of these matters may result in claims against NCUA, as well as additional costs related to 
the remedial personnel actions requued. In the opinion of management, the ultimate resolution of these 
matters will not be material to NCUA’s financial position. 


Other Matters - In addition, NCUA 1s currently party to a number of other disputes which involve or 
may involve litigation. In the opinion of management, the ultimate liability with respect to these 
disputes, if any, will not be material to NCUA’s financial position 


* * * * . * 
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NATIONAL CREDIT UNION ADMINISTRATION 
CENTRAL LIQUIDITY FACILITY 


BALANCE SHEETS 
DECEMBER 31, 1998 AND 1997 
(Doliars in Thousands) 


ASSETS 1998 1997 
Cash $ 12 $ 14 
Investments with U.S. Central Credit 
Union (Notes 5 and 8) 797,405 763,332 
Accrued interest receivable 8.233 ' 
TOTAL ASSETS $805,650 $773,064 
LIABILITIES AND MEMBERS' EQUITY 
LIABILITIES: 
Member deposits (Note 7) $ 25,782 $ 25,813 
Accounts payable and other liabilities 59 _ 69 
Total habilities 25,841 25,882 
MEMBERS’ EQUITY 
Capital stock - required (Note 7) 768,298 735,671 
Retained earnings LLS11 11,511 
Total members’ equity 779,809 747,182 
TOTAL LIABILITIES AND MEMBERS’ EQUITY $805,650 $773.064 


See notes to financial statements 
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NATIONAL CREDIT UNION ADMINISTRATION 
CENTRAL LIQUIDITY FACILITY 
STATEMENTS OF OPERATIONS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 
(Dollars in Thousands) 
1998 1997 
REVENUE - Investment income $40,028 $42,245 
EXPENSES: 
Operating expenses: 
Group agent service fee | 2 
Personnel services 85 97 
Other services 26 30 
Rent, communications and utilities 14 \4 
Personnel benefits 19 18 
Supplies and materials 2 2 
Employee trav 21 2 3 
Printing and reproduction 4 6 
Total operating expenses 153 172 
Interest - member deposits 4.49 $31 
[otal expenses 602 ___703 
EXCESS OF REVENUE OVER EXPENSES $39,426 $41,542 
STATEMENTS OF MEMBERS' EQUITY 
YEARS ENDED DECEMBER 31, 1998 AND 1997 
(Dollars in Thousands) 
Capital Retained 
Stock Earnings 
BALANCE AT JANUARY 1, 1997 $706,214 $11,511 
Issuance of required capital stock 29,730 
Redemption of required capital stock (273) 
Dividends (41,542) 
Excess of revenue over expenses ___- 41,542 
BALANCE AT DECEMBER 31, 1997 735,671 11,511 
Issuance of required capital stock 32.627 
Redemption of required capital stock 
Dividends (39,426) 
Excess of revenue over expenses - 39.426 
BALANCE AT DECEMBER 31, 1998 $768,298 $ILSLI 


See notes to financial statements 
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NATIONAL CREDIT UNION ADMINISTRATION 
CENTRAL LIQUIDITY FACILITY 


STATEMENTS OF CASH FLOWS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 
(Dollars in Thousands) 


CASH FLOWS FROM OPERATING ACTIVITIES 
Excess of revenue over expenses 
Adjustments to reconcile excess of revenue over expenses 
to net cash provided by operating activities: 
Decrease (increase) in accrued interest receivable 
Decrease in accounts payable and other liabili*ies 


Net cash provided by operating activities 


CASH FLOWS FROM INVESTING ACTIVITIES 
Purchase of investments 


Net cash used 1n investing activities 
CASH FLOWS FROM FINANCING ACTIVITIES 
Additions to member deposits 
Issuance of required capital stock 
Dividends 
Withdrawal of member deposits 
Redemption of required capital stock 
Net cash used in financing activities 
NET (DECREASE) INCREASE IN CASH 
CASH, BEGINNING OF YEAR 


CASH, END OF YEAR 


See notes to financial statements 
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1998 


$ 39.426 


1,485 
___(0) 


40,901 


(34,073) 


(34,073) 


1.506 
32.627 
(39.426) 

(1.537) 


S> 
ty 


1997 


$ 41,542 


(286) 
(10) 


41,246 


(38,293) 

(38,293) 
9 486 
29.730 

(41,542) 


(341) 
(273) 


(2,940) 
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NATIONAL CREDIT UNION ADMINISTRATION 
CENTRAL LIQUIDITY FACILITY 


NOTES TO FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 1998 AND 1997 


1. ORGANIZATION AND PURPOSE 


The National Credit Union Administration Central Liquidity Facility (CLE) was created by the National 
Credit Union Central Liquidity Facility Act (the Act). The CLE ts designated as a mixed-ownership 
government corporation under the Government Corporation Control Act. The CLF exists within the 
National Credit Union Administration (NCU A) and ts managed by the National Credit Union 
Administration Board. The CLF became operational on October |, 1979 


The purpose of the CLF 1s to improve general financial stability by meeting the liquidity needs of credit 
umons. The CLF ts a tax-exempt organization under Section 501(c 1) of the Internal Revenue Code 


2. SIGNIFICANT ACCOUNTING POLICTES 
Basis of Accounting - The CLF maintains its accounting records on the accrual basis of accounting 


i/lowance for Loan Losses - Loans to members are made on both a short-term and long-term basis. For 
all loans, the CLF ether obtains a security interest in the assets of the borrower or in some cases 
receives the guarantee of the NCUA Share Insurance Fund 


The CLF evaluates the collectibility of its loans to members through examination of the financial 
condition of the individual borrowing credit umons and the credit union industry in general 


Investments - The CL¥ invests in redeposits and share accounts at US. Central Credit Union (see Notes 
S and &). All other investments are short-term with no maturities in excess of one year. All investments 
are classified as held-to-maturity under Statement of Financial Accounting Standards No. 115 
“Accounting for Certain Investments in Debt and Equity Securities.” Accordingly. the CLF records 
investments at amortized cost 


Fair Value of Financial Instruments - The tollowimg methods and assumptions were used in estimating 


the fair value disclosures for financial insiruments 
a Cash - The carrying amounts tor cash approximate fair value 


b Investments - Securities held have maturities of one year or less and, as such, the carrying amounts 
approximate fair value 


c Loans - For loars advanced to member credit unions, the carrying amounts approximate fair value 
There were no loans to members outstanding at Decermber 31. 1998 and 1997 


d Member Deposits - Funds maintained with the CLF in excess of required capital asnounts are 
recorded as member deposits. These deposits are due upon demand and the carrying amounts 
approximate the fair value 


¢ Other - Accrued interest receivable and accounts payable and cther liabilities are recorded at book 
values, which approximate the respective fair values 


Use of Estimates - The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and habilities and disclosures of contingent assets and hahslities at the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting period 
Actual results could differ from management's estimates 


Reclassifications - Certain reclacsifications to 1997 amounts were made to conform to the 1998 
presentation 


3. GOVERNMENT REGULATIONS 
The CLF is subject to various Federal laws and regulations. The CLF’s operating budget requires 
Congressional approval and the CLF may not make loans to members for the purpose of expanding 


credit union loan portfolios. The CLF’s investments are restricted to obligations of the United States 
Government and its agencies, deposits in Federally insured financial institutions, and shares and deposits 
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in credit unions. Borrowing is Congressionally limited to twelve times equity and capital subscriptions 
on-call. However, there is a Congressional limitation of $600,000,600 on funds that are borrowed and 

then loaned out at any one point in time. At December 31. 1998 and 1997, the CLF was in compliance 
with these Congressional limitations. 


4. LOANS TO MEMBERS 


There were no loans outstanding at December 31, 1998 or 1997. However, the CLF provides members 
with extended loan commitments and lines of credit. There were no outstanding loan commitments or 
lines of credit at December 31, 1998. 


in 


FUNDS ON DEPOSIT WITH U.S. CENTRAL CREDIT UNION 


Funds not currently required for operat:ons are invested as fo.! »ws (in thousands): 


December 31 
199& 1997 
U_S. Central Credit Union (see Note 8): 
Redeposit Account $ 732,320 $ 705,332 
Share accounts 65.085 58.000 


$ 797.405 $ 763,332 
6. BORROWING AUTHORITY 


The Secretary of the Treasury 1s authonzed by the Act to lend up to $500 million to the CLF in the event 
that the Board certifies to the Secretary that the CLF does not have sufficient funds to meet the liquidity 
needs of credit unions. This authority to lend 1s lumiied to such extent and in such amounts as are 
provided in advance by Congressional Appropnation Acts. On December 23, 1981, President Reagan 
signed PL 97-101, which provided $100 million of permanent indefinite borrowing authority that may 
be provided by the Secretary of the Treasury to the CLT to meet emergency liquidity needs of credit 
umons. Borrowings would be from the Federal Financing Bank with interest generally payable upon 
maturity. There were no borrowings outstanding at December 31, 1998 and 1997 


7. CAPITAL STOCK AND MEMBER DEPOSITS 


The required capital stock account represents subscriptions remitted to the CLF by member credit 
umions. Regular members’ required subscription amounts equal one-half of one percent of their paid-in 
and unimpaired capital and surplus, one-half of which amount 1s required to be remitted to the CLF 
Agent members’ required subscription amounts equal one-half of one percent of the paid-in and 
unimpaired capital and surplus of all of the credit umions served by the agent member, one-half of which 
1s required to be remitted to the CLF. In both cases, the remaimuing one-half of the subscription 1s 
required to be held in liquid assets by the member credit unions subject to call by the National Credit 
Union Administration Board. These unremitted subscriptions are not reflected in the CLF’s financial 
statements. Subscriptions are adjusted annually to reflect changes in the member credit umions’ paid-in 
and unimpaired capital and surplus. Dividends are declared and paid on required capital stock 


Member deposits represent amounts remitted by members over and above the amount required for 
membership. Interest 1s paid on member deposits at a rate equivalent to the dividend rate paid on 
required capital stock. 


8 U.S. CENTRAL CREDIT UNION MEMBERSHIP 


During fiscal year 1984, the CLF accepted a membership request from U.S. Central Credit Union (USC) 
on behalf of 29 of its corporate credit union members. At December 31, 1998 and 1997, $732,320,000 
and $705,332,000, respe: uvely, of the required portion of subscribed capital stock was purchased from 
the CLF by USC on beh f of its member credit unions. 


in addition, by accepting the USC membership request, the CLF was initially committed to reinvest all 
but $50,000,000 of its total share capital in USC at market rates of interest. Beginning April |, 1996, the 
CLF reinvests all of its agent member share capital in USC at market rates of interest. At December 31. 
1998 and 1997, approximately $797,405,000 and $763,332,000, respectively, were invested in USC 
share accounts at 4.51% and 5.48%, respective yields. 
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10. 


CONCENTRATION OF CREDIT RISK 


At December 31, 1998 and 1997, the CLF has a concentration of credit risk for its investments on 
deposit with USC of approximately $797,405,000 and $763.332,000 (sce Notes 5 and &) 


SERVICES PROVIDED BY THE NATIONAL CREDIT UNION ADMINISTRATION 


The National Credit Union Administration provides the CLF with data processing and other 
miscellaneous services and supplies. In additron, the National Credit Unior Administration pays CLF’s 
employees’ salaries and benefits as well as the CLF’s portion of monthly building operating costs. The 
CLF reimburses the National Credit Union Administration on a monthly basis for these items. Total 
reimbursements for the years ended December 31, 1998 and 1997, amounted to approximately $15 1.000 
and $171,000, respectively 


DISCLOSURE OF FAIR VALUE OF FINANCIAL INSTRUMENTS 


The carrying amount and the estimated fair value of the CLF’s financial instruments are as follows (in 
thousands) 


December 31, 1998 December 31, 1997 
Carrying Fair Carrying Fair 
Amount Value Amount Value 
Cash ‘ 12 ‘ 12 $ 14 S$ l4 
Investments 797,405 797 405 763.332 763,332 
Accrued interest receivable 8,233 8,233 9 718 9 718 
Member deposits 25,782 25,782 25.813 25.813 
Accounts payable and 
other habilities S9 59 69 69 
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Insurance Fund Ten-Year Trends 


FISCAL YEAR 1989 1990 1991 1992 1995" 1996 1997 
INCOME (IN THOUSANDS) 
Regular premium-fedecal -- — $26.174 $78.889 
Regular premium-state — — 15.061 44.985 
Interest income $146.612 $159,096 162.979 148 659 $172926 $184715 $201.938 7 965 
Other income 2.188 1.168 3.195 5512 2.147 2.148 2.151 033 
Total income $148,800 $160,264 $207,409 $278,045 $175.073 $186,863 $204,089 go 
EXPENSES (IN THOUSANDS) 
Opes ating $30.817 $35,153 $40.353 $46.161 $48 384 $47 220 $49 767 
Insurance losses 93.608 89 982 163.000 112.000 
Losses on investment sales — 
Total expenses $124,425 $125,135 $203.353 $158,161 $48.384 $47,220 $49,767 
Net Income (in thousands) $24 375 $35.129 $4056 $119.884 $1976690 $139643 $154322 
DATA HIGHLIGHTS 
Total equity (in thousands) $1.972.502 $2.052.635 $2.257.124 $2.555.449 259.002 $3.412 164 $3.593 686 
Equity as a percentage 1.25% 1.25 1.23 126 13 1.30 130 
of shares in insured 
credit unions 
Contingent liabilities 
(in thousands) $10.663 $7,803 $6,734 $73.594 $27 $1.026 $933 
Contingent liabilities as a 0.5° 04 03 29 00 00 00 
percentage of equity 
NCUSIF loss per $1,000 of $0.58 $0.51 $0.83 $0.51 $0.00 $0.00 $9.00 
insured shares 
OPERATING RATIOS 
Premium income — 19 9° 445° 
Interest income 98 5% 99 3% 786 53.5 98 8 C38 99 0% 
Other income 1.5% 0.7% 1.5° 2 12 11 10° 
Operating expenses 20.7% 21.9° 19 5% 166 276 253 244 
Insurance losses 62.9% 56.1% 78.6% 40.3 00 0.0 0.0 
Total expenses 83.6% 78.1% 98.1° 56.9° 276 253 24 4% 
Net income 17.4% 21.9% 1.9% 43.1 72.4 74.7% 75.6% 
INVOLUNTARY LIQUIDATIONS COMMENCED 
Number 54 83 89 81 15 
Share payouts (in thousands) $21,687 $70,875 $117,710 $124,857 $11,737 $1,028  $17.888 
Share payouts as a percentage 0.013% 0.040% 0.067% 0.057% 0.004% 0.000° 0.006% 
of total insured shares 
“Includes 2 liquidations occurring during transition quarter 
EFFECTIVE JANUARY 1. 1995. THE NCUSIF FISCAL YEAR AND NCUSIF INSURANCE YEAR CHANGED FROM OCTOBER 1 THRU SEPTEMBER 90 TO A PERIOD OF JANUARY 1 THRU DECEMBER 31 
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Insurance Fund Ten-Year Trends 


FISCAL YEAR 1989 1990 1991 1992 1993 1994 1995 1996 1997 19¥6 
MERGERS—FISCAL YEAR 

Assisted 60 81 41 33 17 8° 7 6 8 5 
Unassisied 395 386 357 352 328 423° 297 305 164 217 


“INCLUDES 2 ASSISTED MERGERS AND 81 UNASSISTED MERGERS OCCURRING DURING TRANSISTION QUARTER 


ASSISTANCE TO AVOID LIQU!DATION 


Capital notes and other cash $39.360 $67.891 $35.101 $101.228 $6.624 $2.673 $0 $265 $1.211 $1466 
advances outstanding 

Non-cash guaranty accounts 53.959  $98576 $179595  $88286  $16587 $2.849 $1,134 $1,197 $1,343 $1,557 

Number of active cases 43 42 51 27 15 7 9 12 7 12 


NUMBER OF PROBLEM CASE INSURED CREDIT UNIONS (CODE 4 & 5) 


Number 794 678 685 608 474 319 267 286 326 308 
Shares (millions) $8 400 $9 400 $10.400 $7400 $4.300 $2 430 $2,051 $1.759 $2 926 $3.181 
Problem case shares as a 4 8% 49° 5 2° 3 4% 18" 96 80 65 95° 99°. 


percentage of insured shares 


DECEMBER 31 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 


SHARES IN INSURED CREDIT UNIONS (IN MILLIONS)’ 


Federal credit unions $109.653 $117,881 $127316 $142.139 $149.229 $155.483 $164582 $173.544 $178.953 $191,328 
State credit unions 97,518 62.082 12,467 87 386 91.101 92.173 96.856 101.914 114.322 130,129 
Total shares $167,171 $179,963 $199,783 $229,525 $240,330 $247,653 $261,438 $275,458 $293,275 $321,457 


NUMBER OF MEMBER ACCOUNTS IN INSURED CREDIT UNIONS (IN THOUSANDS) 


Federal credit unions 93,301 95,222 077 58 366 60,746 78.835 78.245 77.243 73.566 72.848 
State credit unions 32,547 30,726 33,646 34,749 36.459 44 203 55.740 41 841 45 690 49.130 


Total 85 848 85,948 90,723 93,115 97,205 123,038 133,985 119.084 119,256 121,978 


NUMBER OF INSURED CREDIT UNIONS 


Federal credit unions 8,821 8.511 8.229 7.916 7 696 7 498 7,329 7,152 6.981 6.815 
State credit unions 4552 4349 4731 4.737 4621 4493 4358 4249 4 257 4180 
Total 13,373 12,860 12,960 12,653 12,317 11,991 11,687 11,392 11,238 10,995 


Shares in insured 
credit unions as a percentage 
of all credit union shares 96.0% 96.9% 96.2% 96 4% 98.0% 98.0% 99.0% 99.0% 99.0% 99 0% 
State credit union portion of 34.4% 34.6% 36.3% 38.1% 37.9% 37 2% 37.1% 37.0% 40.0% 40 5% 
msured shares 


INSURED SHARES IN NATURAL PERSON CREDIT UNIONS 
EFFECTIVE JANUARY 1. 1995 THE NCUSIF FISCAL YEAR AND NCUSIF INSURANCE YEAR CH) NGED FROM OCTOBER 1 THRU SEPTEMBER 30 TO A PERIOD OF JANUARY 1 THRU DECEMBER 31 
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Federal Credit Unions Ten-Year Summary 


FEDERAL CREDIT UNIONS 
DECEMBER 31 (DOLLAR AMOUNTS IN MILLIONS) 
1989 1990 1991 1992 19S3 1994 1995 1996 1997 1998 

Number of credit unions 8.821 & 511 8.229 7,916 7 696 7 498 7.329 7,152 6.981 6.815 
Number of members 35,612,317 36.241,.607 37,.080.854 38.205.128 39.755.596 40.837.392 42162627 43.545.541 43500553 43.864.851 
Assets $120,666 $130.073 $143.940 $162544 $172854 $182529 $193,781 $206692 $215097 $231.904 
Loans outstanding 80,272 83.029 84.150 87.633 94640 110.090 120.514 134,120 140.100 144849 
Shares 109,653 117,892 130.164 146.078 153.506 160.226 170.300 180.9, 187.817 202.651 
Reserves’ 4.690 5.158 5.539 6.176 6.976 7616 8 351 9.092 9 371 9 837 
Undivided earnings 4.072 4594 5.338 6.793 8 338 9584 11,445 13,087 14.365 15.468 
Gross income 12,420 12.233 13,559 13,301 12.946 13.496 15.276 16.645 17.404 18.137 
Operating expenses 4364 4730 5.068 5.329 5578 5 964 6 468 7246 7.793 8.241 
Dividends 6.910 7.372 7.184 5 876 5.038 5.208 6.506 7.987 7 425 7.760 
Reserve transfers 265 222 170 i91 186 245 262 240 201 211 
Net income 781 84) 1.087 1.897 2.096 1.903 1 886 1.992 1.915 1.869 
PERCENT CHANGE 
Total assets 5 3% 7 8% 10.7% 12.9% 6.3% 5 6% § 2° 7% 41% 7 B% 
Loans outstanding 88 34 13 41 80 163 95 113 45 34 
Savings 5.0 75 10.4 12.2 51 44 63 63 38 79 
Reserves 11.2 10.0 74 115 13.0 92 97 93 3.1 50 
Undivided earnings 142 128 16.2 273 22.7 149 194 142 98 77 
Gross income 11.2 65 25 -19 27 42 13.2 90 46 42 
Operating expenses 110 84 7.1 51 47 69 85 119 75 57 
Dividends 12.4 67 -26 -18.2 -143 34 249 37 48 45 
Net reserve transfers 142 “16.1 - 23.8 12.7 26 317 69 81 16.3 58 
Net income -23 76 29.3 745 10.5 92 1 69 29 24 
SIGNIFICANT RATIOS 
Reserves to assets 3.9% 40% 3.8% 3.8% 40% 42% 43% 4 4% 44% 42% 
Reserves and undivided 

earnings to assets 6.8 73 75 76 80 89 10.2 10.7 11.0 109 
Reserves to loans 58 6.2 6.6 70 74 6.9 6.9 68 67 68 
Loans to shares 73.2 704 646 60.0 617 68.7 708 741 746 715 
Operating expenses to 

gross income 35.1 35.7 37.4 40.1 43.1 442 423 39.4 39.4 454 
Salaries and benefits to 

gross income 147 15.0 15.7 17.4 194 20.2 192 19.2 19.3 19.7 
Dividends to gross income 55.6 55.7 53.0 442 38.9 38.6 426 426 427 428 
Yield on average assets 10.6 10.6 99 87 7.7 76 8.1 83 83 8.1 
Cost of funds to average assets 6.0 5.9 5.3 39 3.1 3.0 35 3.6 3.6 3.5 
Gross spread 46 46 46 48 46 46 46 47 47 46 
Net income divided by 

gross income 6.3 64 8.0 143 16.2 141 123 12.0 12.2 10.3 
Yield on average loans 11.5 114 11.2 10.4 94 87 89 85 87 86 
Yield on average investments £4 83 7.0 5.5 46 5.1 56 6.0 5.9 57 


DOES NOT INCLUDE THE ALLOWANCE FOR LOAN LOSSES 
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Federally Insured State-Chartered.Credit Unions 


-Ten-Year Summary 


FEDERALLY INSURED STATE-CHARTERED CREDIT UNIONS 
DECEMBER 31 (DOLLAR AMOUNTS IN MILLIONS) 


1989 1990 1991 1992 1995 1996 1998 

Number of credit unrons 4552 4349 § 731 4737 4 358 4240 180 
Numbe’ of members 18.939.127 19.453.940 21619223 23.859.447 24.926 666 25.665.783 27921882 29.673.998 
Assets $631/5 $68.133 $83.133 $98,767 $112.861 $126,176 187 
Loans outstanding $2,373 44 102 49 268 53,727 71.606 79.651 00 890 
Shares 57 658 62.082 75.626 89 648 99 838 105.728 347 
Reserves 2.872 3,047 3,620 4228 5 246 5 689 125 
Undivided earnings 1.945 2.241 2.952 3.910 6 645 7 490 876 
Gross income 6.529 6.967 7 878 8.182 8 932 36 309 
Operating expenses 216 2.412 2 860 3,203 3.770 4198 548 
Dividends 2.930 3,908 4 203 3 664 3 889 3.367 4229 
Reserve transfers 150 118 98 121 147 143 161 
Net income $57 509 711 1.207 1.095 154 26 
PERCENT CHANGE 
Total assets 40% 78 220 188 55 65 2% 15.2% 
Loans outstanding 60 41 1 91 89 112 6 95 
Savings 44 7 218 185 53 59 9 15.1 
Reserves 10.0 6.1 188 71 69 85 9 109 
Undivided aarnings 178 15.2 31.7 32.5 194 124 2 125 
Gross income 93 67 13.1 39 123 90 3 106 
Operating expenses 66 88 186 120 86 114 ; 123 
Dividends 10.9 33.4 75 128 23.7 13.4 6 116 
Net reserve transfers 5.1 213 169 235 21 27 5 184 
Net income 28 114 397 69 & 45 57 2 Zt 
SIGNIFICANT RATIOS 
Reserves to assets 45 45° 1 4% 43 46 47 45% 
Reserves and undivided 

earnings to assets 76 i8 ig 82 105 11.0 108 
Reserves to ioans 68 69 i3 79 i3 1 A 
Loans to shares 735 71.0 65.1 599 71.7 53 735 
Operating expenses to 

gross income 33.9 346 36.3 39.1 422 39.1 451 
Salaries and benefits to 

gross income 144 147 154 169 191 188 194 
Dividends to gross income 449 56.1 53.4 448 435 35.0 343 
Yield on average assets 10.5 10.6 104 90 8.1 84 84 
Cost of funds to average assets 59 6.0 56 41 35 36 37 
Gross spread 46 46 46 46 46 47 47 
Net income divided by 

gross income 70 i3 9.0 148 123 11.9 10.3 
Yield on average loans 114 114 118 108 89 84 88 
Yield on average investments 84 85 74 57 56 6.0 5.8 
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Historical Data, Federal Credit Unions 


HISTORICAL DATA FOR FEDERAL CREDIT UNIONS 


DECEMBER 31, 1935 TO 1969 


(AMOUNTS IN 
THOUSANDS OF DOLLARS) 
INACTIVE ACTIVE 

CHARTERS CHARTERS NET TOTAL = CREDIT~=—s CREDIT LOANS 

YEAR ISSUED © CANCELED CHANGE OUTSTANDING UNIONS = UNIONS MEMBERS = ASSETS = SHARES OUTSTANDING 
1935 828 828 906 134 772 «119.420 « $2372 0 $2228) = $ 1.834 
1936 956 4 952 1,858 107 1751 309.700 9.158 8511 7.344 
1937 638 69 569 2.427 114 = «22.313 483.920 19.265 17650 15,695 
1938 515 83 432 2.859 99 2760 632050 29629 26876 23830 
1939 529 93 436 3.295 113 3182 850770 47811 43227 37.673 
1940 666 7 590 3855 129 3756 1.127990 «= 72530 65.805 55.818 
1941 583 89 494 4379 151 4228 1.408880 106052 97.209 69.485 
1942 187 89 cy) 4.477 332 4545 1356990 119591 109822 43,095 
1943 108 321 213 4264 326 3938 1.311620 127329 §=6 117.339: 35,376 
1944 69 285 216 4048 233 3815 1306000 144365 133677 34.438 
1945 96 185 - 89 3.959 202 3757 «1216625 «153.103 140614 = (35.155 
1946 157 151 6 3965 204 3761 1302132 173166 159.718 56801 
1947 207 159 48 4.013 168 3845 1445915 210376 192410 91.372 
1948 341 130 211 4224 166 4058 1.628339 258412 235.008 + = 137.642 
1949 §23 101 422 4646 151 4495 1819606 316363 285001 186.218 
1950 565 83 482 5.128 144 4984 2126823 405835 361925 263.736 
1951 §33 75 458 5 586 188 $398 2463898 504715 457.402 299.756 
1952 692 115 $77 6.163 238 5925 2853241 662409 597.374 415,062 
1953 825 132 693 6.856 278 6578 3.255422 854232 787571 $73,974 
1954 852 122 730 7 586 359 7227 ©3,598.790 1033179 931.407 681.970 
1955 177 188 589 8.175 369 7806 4.032.220 1.267427 1.135.165 863,042 
1956 741 182 559 8.734 384 8350 4502210 1529202 1.366.258 1,049,189 
1957 662 194 468 9 202 467 8735 4897689 1.788.768 1589191 1.257.319 
1958 586 255 331 9533 593 9.030 5.209.912 2034866 1212017 1,379,724 
1959 700 270 430 963 516 9447 5.643.248 2.352813 2.075.055 1.666.526 
1960 685 274 411 10,374 469 9.905 6.087.378 2669734 2344337 2921.463 
1961 671 265 406 = 10.780 $09 © 10.271 6,542,603 3.028.294 2.673.488 2.245.223 
1962 601 284 317, 11,097 465 10632 7. 7,630 3.429805 3.020.274 2.560.722 
1963 622 312 310 11,407 452 10.955 7.499.747 3.916.541 3.452615 2.911.159 
1964 580 323 257 «11,664 386 «=s«11.278 += 8.092.030 4.559.438 4.017.393 3,349,068 
1965 584 270 324 s«11.978 435 11,543 8.640.560 5.165807 4538461 3.864.809 
1966 701 318 383 12.361 420 11.941 9.271.967 5.668.941 4.944.033 4.323.043 
1967 636 292 344 12.705 495 12210 9,873,777 6.208.158 5.420.633 4.677.480 
1968 662 345 317 13,022 438 = 12.584 10,508504 6.902.175 5.996.181 5,398,052 
1969 705 323 382 13,404 483 = 12.921 11,301,805 7.793573 6.713385 6,328,720 


T)DATA FOR 1935-44 ARE PARTLY ESTIMATEL 
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HISTORICAL DATA FOR FEDERAL CREDIT UNIONS 


DECEMBER 31, 1970 TO 1997 


CHARTERS CHARTERS 
CANCELED 


ISSUED 


NET 


TOTAL 
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Board and Officers 


Norman E. D’Amours David M. Marquis NCU A Board Members 
Chairman Director, Office of Examination and 

Insurance 
Yolanda Townsend Wheat _ @ Chairman Norman E. D’Amours 
Board Member Dennis Winans 

C inet Financ ial ( Hix er iS an attorme’y and former L > ( on- 
Dennis Dollar gressman from New Hampshire. He 
Board Member Joyce Jackson 

Direc tor. Office of Community was appointed by President Bill 

) *tylon . ” ue et< 

Carolyn D. Jordan Development Credit Union Clinton in 1993 to serve a six year 
Executive Directo: 

Robert F. Schafer term, which expires in August 1999 
Rebecca ]. Baker Dire for Onn ¢ of Corporat 
Secretary of the Board Credit Unions 


@ Board Member Yolanda 


Robert W. Hall Edward Dupcak Townsend Wheat is an attorney from 

Executive Assistant to Director, Office of Investment 

the Chairman Services Calitornia who specialized in banking 
and corporate law before President 

Margare Broad ~ way Doug Verner 

Exrcutive Assistant to Board Director, Office of Technology & Bill Clinton appointed her to the 

omher Whe Information Services 

Member Wheat nformation Service NCUA Board in April 1996. Board 

Kirk Cuevas James L. Baylen Member Wheat's term expires in Au- 

Executive Assistant to Board Director, Office of Administration 


rust 2001 
Member Dollar . 


Lamont Gibson 


) win aul yy nx? rf . 
Robert M. Fenner Director, Equal Opportunity @ Board Member Dennis Dollar. 
General Counsel Program 
a former Mississippi Congressman 
Robert E. Loftus Robert A. Pompa and educator, served as president of 
Director, Office of Public and Director, Office of Training 
Congressional Affairs and Development Gulfport VA Federal Credit Union be- 
tore being appointed to the NCUA 
H. Frank Thomas Herbert S. Yolles 
Inspector General President, Central Liquidity Facility Board by President Bill Clinton in Oc- 


tober 1997. His term expires in April 


2003 
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Field Officers 


From the left standing are Region IV 


Director Nicholas Veghts; Region V1 
Director Jane A. Walters; and Region V 
Director Leonard |. Skiles. Seated frum 
the left are Region III Director Alonzo A 
Swann; Region | Acting Director 


Anthony |]. LaCreta; and Region II 


Region I — Albany 


9 Washington Square 
Washington Avenue Extension 
Albany, NY 12205 

Tele: (518) 862-7400 

Fax: (518) 862-7420 

Email: regionl@ncua.gov 


Region II — Capital 


1775 Duke Street, Suite 4206 
Alexandria, VA 22314-3437 
Tele: (703) 519-4600 

Fax: (703) 519-4620 
Email: region2@ncua.gov 


Region III — Atlanta 


7000 Central Parkway, Suite 1600 
Atlanta, GA 30328 

Tele: (678) 443-3000 

Fax: (678) 443-3020 

Email: region?@ncua.gov 


Region IV — Chicago 


4225 Naperville Road, Suite 125 
Lisle, IL 60532-3658 

Tele: (630) 955-4100 

Fax: (630) 955-4120 

Email: region4@ncua.gov 


Region V - Austin 


4807 Spicewood Springs Road, 


Suite 5200 

Austin, TX 78759-8490 
Tele: = (512) 342-5600 
Fax: (512) 342-5620 
Email: region5@ncua.gov 


Region VI —- Pacific 


2300 Clayton Road, Suite 1350 
Concord, CA 94520 

Tele: (925) 363-6200 

Fax: (925) 363-6220 

Email: region6@ncua.gov 


Asset Management and 
Assistance Center 


4807 Spicewood Springs Road, 


Suite 5100 

Austin, TX 78759-8490 
Tele: (512) 231-7900 

Fax: (512) 231-7920 
Email: almcmail@ncua.gov 


Director Tawana James 


Information 


General information 703-518-6330 
TDD 703-518-6332 
Office of the Board 703-518-6300 
News about NCUA -800-755-1030 

703-518-6339 

703-518-6340 


—_— 


Publications 
Credit union investments 1-800-755-5999 
703-518-6370 


— 


To report improper or -800-827-9650 


illegal activities 703-518-6550 


Member Complaints 


Regional offices 


World Wide Web site http: / /ncua.gov 
A AT EINE SE IT IT 
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Kegional Offices 
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NCUA REGIONAL OFFICE BOUNDARIES 
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National Credit Union Administration ¢ 1775 Duke Street ¢ Alexandria, VA 22314-3428 7 
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